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—this book stands alone——“ a thorough and 
systematic treatise in a field as yet virtually un- 
touched.”—American Banker. 


it will tell you how 
the Par Clearance System 
affects your bank 


—whether you charge exchange or remit at par. If you 
charge exchange, the system is taking away some of your 
profits by driving your customers to par remitting banks. 
It you remit at par, the exchange-charging banks are 
taking an unfair advantage of you, by charging exchange 
on their own checks, and collecting yours at par. Do 
you know how the par clearance system originated? Do 
you know the economic saving it has accomplished? * Do 
you know how widespread it is? You need all these facts 
to make a rational decision whether your bank shall con- 
tinue its present policy or change. You will find them in 


The Clearing and Collection of Checks 


By WALTER E. SPAHR 


You can order this book on 5 days’ approval from the 
$5.00 Bankers Publishing Co., 71 Murray St.,N. Y.° $5.00 





The Publisher’s Page 


EADERS of THE Bankers MAGAZINE will do well to 
read carefully our synopsis of the 57th Annual Con- 
vention of the American Bankers Association which 
begins in this issue on page 623. In this section will be 

found a carefully prepared digest of the proceedings of the general 
sessions and the various divisional meetings. A complete and care- 
ful reading of these pages, which can be made in short space of time, 
will give a true picture of what went on at Atlantic City this year; 
what topics were uppermost in the minds of those who spoke; what 
is the true temper of the American banking public at this time. 
It is possible to obtain a verbatim report of the entire proceedings 
but most busy bank executives will find this digest more helpful 
and a better aid to a clear understanding of the present banking 
picture. 


IN THIS ISSUE we reprint from the Journal of the Institute of 
Bankers, London, what we consider to be one of the ablest writings 
on the present crisis that has come to our attention. It is written 
hy Professor Dr. M. J. Bonn, of the Handels-Hochschule, Berlin. 
Dr. Bonn is opposed to what he calls “heroic intervention” in the 
present situation and to “monetary tricks.” He believes that fear, 
not real scarcity of capital, is at the bottom of the world’s desperate 
credit situation. This fear, he believes, is partly due to political 
causes the removal of which will mark the first step in the process 
of recovery. We commend the article to those who are interested 
in studying the causes of and remedies for our present troubles. 


Our 1n Kansas City, Kansas, there is a banker, one CLAyToON 
Bop.Ey, who has made a reputation for himself all over the country 
for his success in basing banking profits on so-called “small loans.” 
The banks in which Mr. Bodley is interested do not make small 
loans exclusively but this type of business is an important feature of 
their service to the public and apparently this service has been 
appreciated since the Bodley banks have grown and shown profits 


[Continued on page xiv] 
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not only in good times but in bad. An article telling about Mr. 
Bodley and his methods begins on page 577. 


DurING THE last year many bankers have learned to their sorrow 
the penalty for unwise loans based on real estate. These sorrows 
have generally resulted from an improper method of valuation, and 
particularly a failure to take account of the all-important factor of 
depreciation. Past selling prices do not necessarily give any indica- 
tion of present values, even if some allowance for depreciation be 
attempted. The fact that a property changed hands at $200,000 
in 1919 does not prove that it is a bargain today at $100,000. The 
whole subject of real estate valuation from the banker’s point of 
view is discussed in this issue beginning on page 583 by E. C. Har- 
woop, who is an assistant professor at the Massachusetts Institute 
of Technology. 


THE PRESENT cotton price situation has a very important banking 
implication in its effect on the Southern banks on whose credit 
Southern agriculture is dependent. What effect will present 
cotton prices have on Southern banks? This question is answered 
in an article entitled “Cotton and Southern Banking” by LENpoN 
S. Exssets which begins on page 587. As a matter of fact, writes 
Mr. Ebbels, the banks prepared for the present price situation by 
curtailing the production loans made last spring. ‘This, in turn, 
forced the planter to reduce his living and operating costs to the 
extent that his credit was reduced. With production costs sharply 
decreased, and production loans down as much as 50 per cent. or 
60 per cent. from what has come to be conidered normal, no large- 
scale freezing of loans is anticipated. 


ON PAGE 593 we publish the third of a series of seven articles deal- 
ing with the risks involved in the operation of the tellers’ depart- 
ment of the commercial bank and showing how these risks may be 
minimized by proper methods and safeguards. These articles are 
written by BENJAMIN L. FisHBacu. 
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Editorial Comment 
THE NATIONAL CREDIT CORPORATION 


ITH the general aims of the 

\X National Credit Corporation 

bankers are now sufficiently 
familiar. This organization has been 
formed as a result of President Hoover's 
plan for putting a stop to bank failures 
and to prevent further sacrifice of se- 
curities by solvent banks to meet the de- 
mands of frightened depositors. 

The purpose of the National Credit 
Corporation is to extend to subscribing 
banks throughout the country, when 
necessary, additional credit facilities on 
sound assets under prescribed conditions. 
Funds for this purpose will be obtained 
through subscription to the corporation’s 
renewable gold notes to be authorized 
up to $1,000,000,000. 

In effect, this means that a combina- 
tion of practically all the banks of the 
country has been formed for support of 
a comparatively small number of banks 
lacking paper eligible for rediscount by 
the Federal Reserve or that cannot af- 
ford to make sacrifices of their securities 
at present prices. 

The banks of the United States, taken 
together, are impregnable. That united 
strength is now to be made available to 
the few banks not in this fortunate posi- 
tion. Against this bulwark the waves 
of panic will beat in vain. 

While the reaction to this united 
move to stop the panic has been favor- 
able here, abroad some misgivings are 
felt. It is looked on as an inflationary 
scheme likely to cause the dollar to lose 
its gold value. When the details of 
the plan are fully worked out, these fears 
will be shown to be groundless. Doubts 
may well be entertained as to the gen- 
eral utilization of the corporation’s lend- 
ing facilities. When frightened bank de- 
positors learn that they can surely get 


their money when wanted, their fears 
will vanish. Important psychological in- 
fluences are sure to be set in motion. 
People will soon learn that the little 
banks are backed up by the big ones, 
and the panic will be over. 


ADDING ICE TO THE FEDERAL 
RESERVE BANKS 


T is reported in a dispatch from 
Washington that a proposal will be 
made to have the Federal Reserve 

banks take over such part of the frozen 
assets of closed banks as may be good 
and can be realized. 

Like many other proposals which are 
being put forth to remedy present ills, 
the motive inspiring this one is laudable. 
The aim is to seek to relieve the distress 
which inevitably follows the failure of 
a bank. Admittedly, the existing ma- 
chinery for realizing on the assets of 
failed banks is somewhat ponderous and 
slow in its operations. Those who suf- 
fer from bank failures would greatly 
benefit by any sound plan for effecting 
a speedier settlement of claims on insol- 
vent banks. 

Another method, in addition to the 
one mentioned above, for effecting this 
desired end is to have the solvent banks 
in a community take over the assets of a 
failed bank and proceed to effect liquida- 
tion. This plan is not unknown in prac- 
tice. Applied on a limited scale, and 
where the banks are united in a strong 
clearing-house organization, it has worked 
fairly well. But there is no evidence at 
hand to show that it would be equally 
satisfactory if applied to the banks of 
the country generally. Most sound and 
well-managed banks would probably be 
chary of identifying themselves with the 
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frozen assets of a failed bank. Their 
business is with the living, not the dead. 
They have not failed for the very reason 
that they have kept free from allowing 
their assets to become congealed. 

This objection applies with even 
greater force when it is proposed to add 
so much ice to the Federal Reserve 
banks. They are, of all banks in the 
country, the ones that should be kept 
in a liquid position. This for the very 
obvious reason that they are the last 
resort for the member banks. Just now, 
with large credits extended to some for- 
eign banks where early repayment can- 
not be expected, the addition of more 
ice to the assets of the Federal Reserve 
banks might bring the temperature 
perilously near the freezing point. 

If bank suspensions are to continue 
for any length of time at the present 
rate—which seems improbable—it might 
be found expedient to form a bank 
assets realization corporation for the ex- 
press purpose of speedily liquidating 
claims against failed banks. Such an 
institution by specializing in this class 
of work might satisfy these claims more 
rapidly and economically than can be 
done under present arrangements. It 
would have to be operated under the 
control of Federal and state banking 
authorities, and perhaps its functioning 
would call for legislation. Whether 
such an organization could operate with 
safety and reasonable profit is an open 
question. It would have to move with 
great circumspection in order to avoid 
the mistake of miscalculating the avail- 
ability of the assets taken over. Unless 
it had large capital of its own, not much 
could be done in paying off the debts of 
a failed bank until amounts due were 
collected. This, substantially, is the ex- 
isting practice. Possibly, the process 
might be hastened. 

Well-managed banks sedulously seek 
to keep out of their portfolios tender 
credit plants likely to be nipped by the 
frost. To pass over to these institutions 
any part of the wreckage left by weak 
management is contrary to wise bank- 
ing policy. 
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A CAREFUL TREASURY POLICY 


OUNSELLING economy ai the 
( present time is not likely to in 

crease one’s popularity, especially 
among the many who are advocating 
liberal public and private expenditures, 
With the urgent demand sure to be made 
on Congress for huge outlays of money 
to relieve unemployment and to further 
circumscribe the tendencies of the de- 
pression, protests against this demand 
are likely to receive scant attention, 

But with abundant examples before 
us of the disasters which follow upon 
large and long-continued deficits in pub- 
lic finance, we can hardly fail to heed 
the desirability of the utmost that is 
possible in the way of retrenchment. An 
individual habitually living beyond his 
income is headed for bankruptcy. 
Scarcely less serious is the case of a 
country, even as rich as the United 
States, pursuing the same course. 

In the last fiscal year the outgo of the 
Treasury exceeded’ income by over 
$900,000,000, and the indications are 
that the current fiscal year, ending June 
30, 1932, will show a deficit of $1,500,- 
000,000, and perhaps more. To cut this 
down we must either reduce outgo or 
increase income. Should there be a sub- 
stantial improvement in business in the 
near future, a gain in income would 
follow. But from the present outlook 
no great help can be looked for in the 
immediate future. If, then, we wish to 
get back to a sound policy, we shall have 
to curtail expenditures or increase taxa- 
tion. Either procedure bristles with dif- 
ficulties. Congress has already autho- 
rized large projects calling for big ap- 
propriations, and that it will yield to de- 
mands to add to these projects seems al- 
most certain. But public opinion should 
insist that they be kept down as much 
as possible. 

To increase taxes during a serious de- 
pression is sure to prove unpopular, and 
will be criticized as tending to hinder 
business recovery. But, if absolutely 
necessary in order to prevent an in- 
crease in the deficit, this unpalatable 
remedy should be employed. 
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Fortunately, the administration at 
Washington sees the necessity of re- 
trenchment. This policy ought to re- 
ceive the support of the bankers of the 
country and of the people generally. 
This country needs to set its own house 
in order. One of the first steps to be 
taken in this process is to stop living 
beyond our income. We have declaimed 
much about the deficit motes in others’ 
eyes. It is time to consider the beam in 
our own. 


GOLD STANDARD NOT 
CULPABLE 


HEN anything goes wrong with 
\ x / the world it is quite in fashion 


to lay the blame upon gold. 
This propensity is strongly manifest in 
these times. No one ever thinks it 
necessary or fair to give gold correspond- 
ing praise in times of prosperity. 
In reality the historic marauder is not 
gold but paper “money.” In the time of 
Queen Elizabeth there flourished Sir 


Thomas Gresham, Her Majesty’s Mas- 


ter of the Mint. He was the founder of 
the Royal Exchange which adorns one 
of the most eligible sites in the City of 
London. He was the author of a maxim 
that many seem to have forgotten, even 
the people of his own country. It was 
that bad money drives out good. True 
enough, he stated his famous maxim in 
the classical phrase of the time, but the 
modernized meaning of it has been ac- 
curately stated. 

Although Gresham’s Law was meant 
at the time to apply to clipped or debased 
coins as distinguished from those of full 
weight and proper content, it is also 
applicable to paper “money” and the 
standard coin. 

It is to the manufacture of practically 
unlimited amounts of this form of 
“money” that must be attributed the 
loss of gold by many countries of the 
world. They have, doubtless under the 
pressure of necessity, put bad “money” 
in the place of good, with the result, as 
Gresham pointed out, that the good 
money has taken its flight, leaving the 
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bad “money” behind as a proof of his 
celebrated law. 

One need not cite the examples of 
those countries like Germany and Aus- 
tria, which went to the extreme limits of 
paper inflation. We need go no further 
than England. Before the Great War, 
the fiduciary issue of the Bank of Eng- 
land (that based on certain securities) 
was fixed at about £14,000,000, all the 
circulation above that amount was se- 
cured by a like amount of gold. Now 
the circulation has risen to £260,000,000. 
By the act of 1925 these notes, pre- 
sented in large amounts, were redeem- 
able in gold bullion. This redemption 
was suspended in recent weeks. Before 
the Bank of England took over the 
treasury notes or “Bradbury’s” as they 
were popularly known, its notes were 
redeemable in gold coin. The smallest 
denomination of the notes prior to the 
war was £5. Much of the actual cir- 
culation was in the form of gold sov- 
ereigns. Now there are notes of one 
pound and ten shillings, and gold had 
completely disappeared from circulation 
before the recent suspension of the act 
of 1925. 

Not only has gold disappeared from 
local circulation, but it has left the 
country in obedience to Gresham’s Law. 
Of course, other influences have operated 
to bring about this substitution of bad 
“money” for, good. The German situa- 
tion, the world depression, tariff poli- 
cies, etc. 

To the everlasting credit of England 
be it said that she fed her gold to the 
world until an exhaustion of the supply 
was imminent. The divorce of the 
pound from gold was postponed to the 
ultimate moment of safety. 

Modern ideas about the use of gold 
are quite different from those prevailing 
in earlier times. It is a belief widely ac- 
cepted at present that the only function 
of gold is its use in the settlement of 
international balances, and that there is 
no reason why commercial banks should 
be required to hold gold against their 
deposit obligations. But this latter use 
of gold constitutes one of the restraints 
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against credit expansion. These re- 
straints are too few at present to war- 
rant the sacrifice of any of them, for the 
world today is clearly suffering from the 
effects of over-expanded credit. 

In placing upon gold the responsibility 
for existing conditions, we are beating 
the wrong dog. 


“CAPITALISTIC SYSTEM ON 
TRIAL” 


HIS is a phrase much bandied 
about in these times. Those who 
employ it are, as a rule, merely re- 
peating what they have read or heard 
others say. To the real meaning of the 
expression little thought is given. 

If capitalism is on trial now its posi- 
tion has not changed in a thousand years 
or so, for during all these centuries it 
has been under trial and has not been 
found wanting. But if capitalism is now 
on trial with a view to its abandonment, 
the same may be said of most other hu- 
man institutions. Who has not heard 
of trial marriages? And yet marriage 
was once considered as a sacrament, 
divinely instituted, whose bonds death 
alone could dissolve. 

Capitalism has no call to be ashamed 
of its record. Under its benign sway the 
peoples of the world have made greater 
progress in freedom and in material com- 
forts than under any system known to 
mankind. Greece and Rome produced 
great civilizations, based on slavery of 
the masses. Bernard Shaw expatiates 
eloquently on the blessings of the Soviet 
experiment. He lives in England and 
draws fat revenues from the capitalists. 

Much of the socialistic opinion of the 
times derives from Karl Marx and the 
“Utopia” of Sir Thomas More. More 
also proposed the six-hour work day. 
His “Utopia” is a fantastic conception, 
describing conditions of life which no 
sane person would tolerate. He settled 
the gold problem in short order by put- 
ting gold to the basest imaginable uses. 
Here, in brief, is his opinion of the so- 
ciety of his day—as expressed some four 
centuries ago: 
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“When I consider and weigh in my 
mind all commonwealths, which nowa- 
days every where do flourish, sc God 
help me, I can perceive nothing but a 
certain conspiracy of rich men procur- 
ing their own commodities under the 
name and title of the commonwealth. 
They invent and devise all means and 
crafts, first how to keep safely, without 
fear of losing, that they have unjustly 
gathered together, and next how to hire 
and abuse the work and labor of the 
poor for as little money as may be. 
These devices when the rich men have 
decreed to be kept and observed under 
color of the commonalty, that is to say, 
also the poor people, then they be made 
laws.” 


This is from “Utopia.” After the 
lapse of 400 years, the phraseology may 
have been modernized, but the ideas re- 
main unchanged. It is the cult of the 
anti-capitalistic agitation of today. 

Sir Thomas More was an odd char- 
acter. He succeeded Wolsey as Lord 
Chancellor, and in this exalted position 
defied Henry VIII. With Erasmus he 
was a staunch defender of the rule of 
reason as the sole test of religion. But 
he lost his head on the scaffold rather 
than deny the supremacy of the Pope! 


UTILITY OF THE BANK NOTE 


invariably marked by a distrust of 
the monetary institutions. This dis 
trust manifests itself by a demand on 


Pirsssat in this country are almost 


the banks for currency. In the crises 
of 1893 and 1907, before there was any 
Federal Reserve, many kinds of ex- 
pedients were employed in the effort to 
meet an almost insatiable demand for 
currency. The national banks could 
issue notes only against United States 
bonds, the supply of which, available 
for the purpose, was at that time not 
only limited but inadequate. State 
banks were by law prohibited from 
issuing circulating notes. 

In the face of this emergency, the 
banks proceeded by roundabout means 
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to violate the law. Under the guise of 
clearinghouse currency a huge volume 
of circulation was issued, in spite of the 
10 per cent. tax and other prohibitions. 
At last the craving for currency was 
appeased. The storm blew over. 

When Europe went mad in 1914 ap- 
prehension existed here of a run on our 
banks. This apprehension was not 
without reason. For a short time the 
banks were called on for currency far 
beyond the usual demands. How was 
this situation met? It is well to recall 
the facts. There had been enacted in 
1908 what was generally known as the 
Aldrich-Vreeland Law. It provided, 
among other things, for the issue of a 
large volume of currency against the de- 
posit of security of various kinds. When 
the Federal Reserve Act was passed, in 
1913, the Aldrich-Vreeland Law was 
extended for a limited period, and was 
still in effect when the war broke out in 
Europe. This proved fortunate, for the 
Federal Reserve banks had not yet got 
under way. 

Extraordinary demands were made 
on the banks for currency. These de- 
mands were met by a resort to the 
Aldrich-Vreeland Law. Notes were 
printed so rapidly that they were often 
defective in appearance. But they 
looked like good money, and were 
readily accepted. After a short time 
the run was over, and the extra cur- 
rency disappeared. The limitation upon 
the Aldrich-Vreeland Law, imposed in 
the Federal Reserve Act, was not fur- 
ther extended, and this means of stop- 
ping bank runs was no longer available. 

Of late we have been experiencing 
something like a currency panic. That 
is, people have been demanding cur- 
rency from their banks and hoarding it. 
This is shown by the rapid increase in 
circulation at a time of stagnant busi- 
ness. 

Faced by these heavy demands for 
cash, the banks with eligible paper could 
rediscount at the Federal Reserve. But 
many of the besieged banks lacked such 
paper. Not a few of them did possess 
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assets of sufficient value to meet claims 
against them, given time and more 
favorable market conditions. Might not 
the bank note have been a useful in- 
strument under such conditions? 

What is a bank note? Few Amer- 
icans have ever seen one, unless in a 
foreign country. They are unknown 
here. All our paper circulation consists 
of obligations of the United States. We 
have completely discarded bank notes. 
A bank note is an obligation of the is- 
suing bank to pay to bearer, on demand, 
the sum expressed on the face of the 
note. It is not money, but a promise to 
pay money. Under proper restrictions 
such notes may be issued with entire 
safety, as they were under the Suffolk 
system in New England, and ‘by state 
banks in Iowa, Missouri, Louisiana and 
Indiana. But if bank notes are to be 


restored, they would now all be issued 
under a single Federal authority. 
Members of the Federal Reserve banks 
can, if national banks, issue notes against 
United States bonds—a clumsy and ex- 


pensive method of issuing circulation— 
or they can borrow Federal Reserve 
notes. The spectacle of a great bank 
being prohibited from issuing credit 
notes, and (except in the manner al- 
ready stated) having to procure needed 
currency by rediscounting, is an inter- 
esting one. 

In all cities with efficient clearing- 
house organizations the member banks 
could safely issue their credit notes with- 
out being compelled to borrow of the 
Federal Reserve banks. Such notes 
might be issued under restrictions that 
would tend to limit their life. 

The Federal Reserve notes were made 
Government obligations largely because 
of the insistence of the late William J. 
Bryan, an eloquent orator with wrong 
ideas about money and banking. Bank 
notes can be made a thoroughly sound 
and efficient instrument of circulating 
credit. They might also prove helpful 
to banks in meeting exceptional demands 
for currency. A future generation may 
consider this matter. 
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BETTER BANKING AND BETTER 
BUSINESS 


ISTENING to the addresses at the 
8 recent convention of the American 

Bankers Association, one was im- 
pressed by the fact that the bankers of 
the country are alive to the necessity for 
improving the general standard of bank 
management. And they are not only 
talking about better banking but taking 
action designed to bring it into effect. 
Where there are so many banks it is 
not easy to get anything like uniform 
action regarding banking practices, but 
gradually the banks are coming into 
line in correcting evils that are sapping 
their profits and even endangering their 
safety. 

Cost analysis, charges on unprofitable 
accounts, interest on deposits—these are 
all matters of no small importance in the 
safe and profitable conduct of a bank. 
But greater than any of these matters, 
than all of them combined, is a sound 
lending policy. A very few bad loans 
will quickly and completely swallow up 
the savings made by the economies in- 
dicated above. 

In instituting a sound lending policy, 
the banks have not only to be guided by 
the best experience and judgment within 
their own institutions, but they need the 
co-operation of the numerous lines of 
business with which the banks are com- 
pelled to deal. Broadly speaking, safe 
banking can be assured only by safe 
business generally. To expect the banks 
to effect this desirable end would be to 
look for impossibilities. And yet it 
seems highly probable that henceforth 
the banks will have to assume larger re- 
sponsibilities for the sound conduct of 
business than has heretofore been within 
their province. It can hardly be ex- 
pected that the banks possess that de- 
gree of business omniscience that would 
enable them to assume the safe and 
profitable control of business enterprises 
of every sort. The most that can right- 
fully be demanded of the banks is that 


they shall exercise a general guidance 
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over production and trade, insisting on 
the observance of sound ethical and 
business principles and policies. That js 
a duty incumbent upon the banks, not 
so much for the protection of the public 
or of the various industries themselves, 
but for their own protection. For it js 
becoming increasingly evident that if we 
are to have sounder and safer banking 
we must have a corresponding improve- 
ment of business enterprise. Banking is 
sure to reflect that of which it is com- 
posed. And, essentially, banking is a 
concentration of production and trade. 
Better business and better banking should 
travel together. 


THE FALL OF FORT SHERMAN 


IME’S remorseless tooth, or some- 
thing of that kind, has effected a 
change which all the blandishments 
of a progressive age could never bring 
to pass. Other banks might succumb to 
the architect’s wiles, or be allured by 
the advertising value of the skyscraper, 
and the air of solidity conveyed by an 
imposing pile of granite and bronze, the 
seductive influences of polished marble 
and magnificent mural decorations, but 
one bank, located on what is perhaps 
the most valuable piece of real estate in 
New York, at Wall street and Broad: 
way, refused to be beguiled by any of 
these allurements. The old building has 
all these years looked out with com- 
posure on the pretentious structures 
housing its rivals, as unmoved as its 
neighboring Trinity Church. But sub- 
ways and excavations for other build- 
ings at last have undermined its founda- 
tions, and Fort Sherman must come 
down. Thus do forces beyond its con- 
trol compel America’s most profitable 
bank to seek new quarters, and ulti 
mately it may join the moderns. What 
a lesson! Sticking to ancient traditions 
to the last, not relinquishing them by 
choice, but through necessity, and at 
the same time making more money than 
any other bank however gorgeously 
housed. 





Some Causes and Some Problems of 
the Present Crisis 


By Proressor.Dr. M. J. BoNN 
Of the Handels-Hochschule, Berlin 


seems to my mind to differ from 
former crises in one or two as- 
pects: 

It is not a crisis due to over-rapid de- 
velopment of new countries, such as we 
were familiar with formerly. The last 
West has been opened up long ago, and 
what is more important, there is no new 
West waiting eagerly for its develop- 
ment; so there is little hope for quick 
recovery by emigration of men and cap- 


T= begin with, the present crisis 


still private property, but where losses 
are generously nationalized. Though 
this semi-nationalization and regulation 
of economic forces is not strong enough 
to prevent the outbreak of a crisis it 
makes its cure a very lengthy, if not im- 
possible, process, inasmuch as the bene- 
ficiaries of sheltered positions refuse 
their help in bringing about the read- 
justment of the disturbed equilibrium 
in prices. As they will not let their 
regulated prices slip to the level of free 


“What has been wrong in men’s general attitude is not that 
some of us consider inflation unhealthy though pleasant and defla- 


tion healthy but painful, whilst others take an opposite view, but 
that the opponents of deflation consider the period of 1922-28 a 


perfectly normal time.” 


ital as happened in the wake of former 
crises. The only country where such 
phenomenal recovery is taking place at 
present is Soviet Russia, where a Bolshe- 
vist government, having borrowed cap- 
ital and technique from capitalist coun- 
tries, is reaping the same results from 
the exploration of new resources, which 
capitalist countries harvested formerly in 
the era of colonial expansion. 

The second important point is this: 
Our present economic world, outside 
Russia, is no longer the well-known cap- 
italistic world outlined in classical eco- 
nomic theory. It is a world full of 
monopolies—capitalistic monopolies and 
labor monopolies—which prevent the 
free play of economic forces. It is a 
kind of semi-socialism where profits are 


An address delivered at London, July 16; 
reprinted from the Journal of the Institute 
of Bankers. 


prices, the equilibrium could only be re- 
adjusted by a rise of free prices. 


MONETARY INFLUENCE ON PRICE LEVELS 


I am quite willing to subscribe to the 
theory of monetary influences on price 
levels; if I did not do so, I should not 
have been one of the earliest and most 
uncompromising opponents of inflation 
in my country. But I strongly deny 
that gold scarcity or fear of gold scarcity 
was responsible for the collapse of prices 
by the end of 1929. Gold production 
declined from 1915 on; its lowest level 
was reached in 1922; since then gold 
production has risen slowly but steadily, 
whilst the amount of gold available for 
monetary purposes, which reached bot- 
tom 1919, 1922 and again 1924, has 
risen very rapidly from that date 
on. -On the other hand prices have 
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risen violently from 1914 until 1920; 
they have violently declined in 1921 and 
1922 and less violently ever since; there is 
no visible connection between the move- 
ment of prices during this period and 
the amount of new gold available for 
monetary purposes. Gold abundance 
was not responsible for the rise in prices, 
nor is scarcity of gold the cause of their 
decline; in fact, from 1924 on the de- 
cline of prices in England and in the 
United States and the growth of mone- 
tary supplies represent a strongly in- 
verted ratio. 

We all know that war scarcity and 
war inflation were the causes of the 
phenomenal rise in prices 1914-20. It 
really is not astonishing that the return 
to a normal currency system and to 
peace conditions of production should at 
last bring about a swing of the pendu- 
lum in the opposite direction. 

What has been wrong in men’s gen- 
eral attitude is not that some of us con- 
sider inflation unhealthy though pleasant 
and deflation healthy but painful, whilst 
others take an opposite view, but that 
the opponents of deflation consider the 
period of 1922-28 a perfectly normal 
time. There is no reason whatsoever to 
assume that the price level of 1922-28 
is the ideal price level, from which all 
development has to start. It may have 
been wise to have stopped deliberate de- 
flation from the monetary side at a price 
level of 50 per cent. above 1913-14; but 
it was unwise to assume that war and 
scarcity would go on forever. This is 
not an afterthought. I predicted in 1924 
at the meeting of the Williamstown In- 
stitute of Politics the necessity of a fur- 
ther fall of prices. (I only discovered 
this proof of foresight accidentally a few 
weeks ago.) But it is a travesty of his- 
tory to assume that we had normal pros- 
perity in 1922 to 1928. The collapse of 
European currencies made the United 
States the treasury house of the world; 
it made them prosperity mad; the in- 
vasion of the Ruhr gave British indus- 
tries an unexpected lift; the British coal 
strike enabled German industry to reach 
a kind of false prosperity and to con- 
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tinue overproduction. The world in 
general, notwithstanding the much ad- 
vertised economic miracle in the United 
States, was uneasy all the time and has 
not recovered its balance yet. The mere 
mentioning of the fact that Germany 
stabilized her currency in 1924, England 
in 1925 and France in 1928, and that 
there are still a great many unsettled 
currencies, disproves the claim of nor- 
mality completely. The world has never 
been normal since 1914, and it will take 
a good deal of suffering yet until its 
health is regained. 


CAUSES OF THE UNEQUAL GOLD 
DISTRIBUTION ‘ 


This is clearly shown by the well- 
known uneven distribution of gold. The 
main causes of this unequal distribution 
are not monetary. France and the 
United States, who have accumulated 
a disproportionate stock of the world’s 
gold, and are going on almost auto- 
matically increasing this disproportion, 
are not doing so for monetary purposes. 
They are the great creditor nations of 
the world. They are, at the same time, 
the two nations who can go pretty 
near achieving the ideal of national eco- 
nomic self-sufficiency. Whilst many of 
their exports are considered essential to 
the rest of the world, they try to restrain 
the imports which they ought to receive 
in payment for those exports as well as 
for the interest which is accruing to 
them from foreign lands. This being 
the case, the balance must be adjusted 
by the inflow of gold and securities. 
They are not over-keen on receiving se’ 
curities, nor do they want to relend the 
incoming money on long terms, which 
would easily turn the balance. For 
various reasons their investors distrust 
foreign capital markets; they rather pre- 
fer to let their money lie fallow in their 
home banks, where they draw infinitesi- 
mal interest, than to have it yield high 
profits abroad, when subject to consider- 
able risk. This being the case, the un 
equal distribution of gold must go on 
until confidence, political confidence as 
well as economic confidence, is re’ 
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established. But this cannot be done 
eficiently by monetary measures. 

The variations between different price 
levels, measure, so to speak, the ampli- 
tude of a crisis when there is a fall, and 
the sum total of prosperity when there 
isa rise. They can, it is said, only be 
explained by monetary causes, and the 
variations between price levels, not be- 
tween individual prices, are supposed to 
be the changes which really matter. This 
is a purely formalistic attitude. Price 
levels, as expressed by index numbers, 
are merely a convenient formula for 
stating a kind of co-existence between 
their various components. What is of 
social importance are the changes in the 
relations of the different component 
units to each other, not the change of 
these levels toward another. Monetary 
changes might be merely nominal. The 
sum total of goods in the world is not 
changed whether expressed in Austrian 
or in British shillings, though if the 
latter denomination is chosen the total 
amount seems to shrink by about 46 per 
cent. Whether a bottle of port is emp- 
tied with the help of tumblers or of 
brandy glasses has no effect on the 
quantity the bottle contains. But if 
Smith’s tumbler is changed for a brandy 
glass, whilst Brown goes on slaking his 
thirst with his tumbler, a problem of 
distribution is bound to arise; it is just 
this change in distribution which makes 
monetary rearrangements so dear to the 
heart of those who hope to profit by 
them. If inflation multiplied nominally 
all shares at the same time by the same 
multiplicator nobody would advocate in- 
flation. Monetary changes are impor- 
tant only because they affect the relative 
position of the different units composing 
the price level. 

These changes can be brought about 
by non-monetary causes, without re- 
maining mere isolated items. A fall in 
the price of wheat or coal ultimately 
affects the entire price level. It lowers 
costs of production amongst consuming 
industries; it works, by pressure on the 
purchasing power of the wheat grower 
or the coal miner, on the sale, the output 
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and the cost of production of other in- 
dustries; it must, through its influence 
on wages and on interest, affect the 
labor market and the capital market. 
These very complex movements may be 
hidden completely if money issues or 
credit issues are used to counter-carry 
a fall or offset a rise. What really mat- 
ters are the dislocation between the dif- 
ferent component units, and these dis- 
locations are one of the main causes of 
the crisis. 

This was clearly visible in Germany 
immediately after stabilization, when 
agricultural prices fell or remained low, 
whilst industrial prices rose. The prob- 
lem thus created was called the problem 
of the “scissors,” and it has not yet been 
solved today, notwithstanding the frantic 
effort of the agriculturists to raise the 
prices of their commodities. 

The crisis became universal after the 
breakdown of the New York Stock Ex- 
change in October, 1929. This collapse 
greatly increased the disturbances which 
had taken place all over the world in the 
equilibrium between agricultural prod- 
uce and raw materials on the one hand, 
and manufactured goods on the other, 
for the United States had been the 
greatest consumers of copper, rubber, 
coffee, silk and other goods. When 
their consumption contracted the de- 
cline in the prices of these goods was 
greatly accelerated, and the purchasing 
power of the countries exporting them 
was greatly diminished. 


MEANING OF OVERPRODUCTION 


The ultimate agent of this disruption 
reinforced by many subsidiary influ- 


ences is “overproduction.” Overpro- 
duction in this sense merely means the 
impossibility of selling available stocks 
at existing prices to existing income- 
holders; it has sometimes been caused hy 
a shrinking of income, or by an in- 
elasticity of demand, which prevent the 
sales of additional supplies even at fall- 
ing prices. Moreover, though falling 
prices often enlarge demand, as has 
been shown in the case of cocoa, they 
sometimes prevent it. For the fall of 
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prices curtails people’s demands as long 
as they expect a greater fall in the near 
future. For that reason American manu- 
facturers have raised the price of their 
wares from time to time, so as to make 
people believe that the crisis had passed 
and that it was time to look for cover. 

The most potent single cause of this 
overproduction in foodstuff and raw 
material was the scarcity experienced 
during the war and after the war, which 
not only had inflated prices immediately, 
but had made people believe that they 
were in for a protracted period of 
scarcity which could only be prevented 
by intensified rationalized production. 
Thus temporarily the grain producers in 
Eastern Europe disappeared from the 
market. Their place was taken by 
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very much above the level of the world 
market, with the result that the con- 
sumers in the manipulating country have 
had to pay two-and-a-half times what is 
charged to their foreign competitors, 
The crisis in itself was not cured; its 
impact was merely shifted to other 
directions. The withholding of large 
stocks gave the protected markets a kind 
of false security, which prevented the 
needed restriction in acreage, except in 
the rare cases where intervention went 
to the bitter end and made restriction 
obligatory. In most cases the accumula- 
tion of huge stocks in the hands of 
valorization boards, pools, and banks, 
threatened the markets with a kind of 
spate, whenever the hoards would have 
to be disposed of. They paralyzed the 


“Fear, not real scarcity of capital, is at the bottom of the 


world’s desperate credit situation. 


This fear is partly due to 


political causes: whether right or wrong it cannot be dispelled by 


monetary tricks. 


Quite the contrary. 


Credit experiments, talk 


about creative credit and so on, will merely spread the fear of 
another inflation.” 


Western producers who succeeded in 
expanding production by far-reaching 
mechanization and reduced costs to a 
level which gave small chances to those 
Eastern producers when they were ready 
to return. In this way international 
competition was hard at work to lower 
costs of production. When such a 
process is favored by good crops, it must 
bring about very painful dislocations 
amongst the different classes of pro- 
ducers who, naturally enough, demand 
intervention. Owing to their political 
pressure, manipulation in various forms, 
ranging from crude protection to very 
complicated forms of valorization, was 
tried. Huge sums of money and credit 
have been locked up in all sorts of pools 
with the object of raising prices by 
withholding commodities from the mar- 
ket. These endeavors have been fairly 
successful in some countries for the time 
being, where prices have been raised 


banking systems in countries where 
these valorized crops are of prime im- 
portance, and they have shaken the 
foundations of their credit, thus making 
a recovery far more difficult. People 
who attribute the crisis and the fall of 
prices to lack of credit and who advo- 
cate credit expansion as a sure means 
to redress it, are apt to forget that credit 
expansion on a huge scale has taken 
place, for the benefit of those commodi- 
ties which have fallen in price; it has 
even been fairly successful in so far as 
a temporary rise of prices has been 
achieved locally. It had to stop, not so 
much on account of credit shortage— 
money today in many countries is cheap 
enough to continue the financing of 
pools and of valorization—but because 
the dosing of over-expanded industries 
with additional credit inflated existing 
over-expansion instead of contracting it. 
Though a general credit inflation, not 
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merely extended to agricultural produce 
and to raw material, might increase 
production all round, it could not re- 
dress the disequilibrium due to the rapid 
decline of foodstuff and raw material 
from the general price level. 


DEEPER CAUSES OF THE CRISIS 


The crisis in industry is partly due 
to the reduced purchasing power of the 
communities producing foodstuffs and 
raw materials. Its deeper causes are, 
however, Over-expansion and misdirec- 
tion of capital. War and inflation are 
mainly responsible for this. All indus- 
tries directly or indirectly needed for 
national safety, were greatly over-ex- 
panded during the war, amongst 
belligerents as well as amongst neutrals, 
from whom blockade, contraband regu- 
lations and embargoes cut off their regu- 
lar sources of supply. The peace treaties 
greatly strengthened these tendencies. 
The transfer of the Lorraine iron in- 
dustry from Germany to France did not 


merely bring about a change of owner- 
ship; it was followed by a kind of 
duplication of the continental iron and 


steel industry. The French tried to 
secure the continuation of the Lorraine 
iron industry by the compulsory delivery 
of reparation coal from Germany, whilst 
the German coal magnates who had 
been deprived of their iron and steel 
subsidiaries, established a new iron and 
steel base with Swedish and Spanish ore 
near their coalfields. And military 
needs for producing nitrates at home 
rather than importing them oversea from 
Chile have not only dislocated Chilian 
industry; they have led to the establish- 
ment of nitrate factories all over the 
world, the output of which is far be- 
yond the reasonable demands of agri- 
culture, though their need of sales has 
stimulated agriculture to go in for 
superfluous intensification. This has 
been largely responsible for the misdirec- 
tion of capital in agriculture, where 
credits were almost forced on farmers 
for fertilizing purposes, thus saddling 
agriculture with a load of debts at the 
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time when increased production had led 
to falling prices.* 

Inflation in its turn worked in the 
same direction. By the devaluation of 
bonds and mortgages and other forms 
of liquid capital a large part of the 
debtor’s income, which up to then had 
been used for paying interest, was set 
free. The only way to safeguard it 
from the general shrinking process was 
by investing it immediately in plants, 
or to transfer it abroad and invest it in 
foreign securities. In the first case in- 
flation diverted working capital into 
over-expanded productive plants (not 
very efficiently constructed in many 
cases, as there was no rational industrial 
building program, but merely a kind of 
a jumble), whilst it decreased the home 
market by shifting purchasing power 
from consuming rentiers to producing 
entrepreneurs. It dislocated the proper 
relation of working capital to fixed 
capital, reducing the former at the same 
time when the amount needed for run- 
ning expanded plants was growing, and 
brought about a great rise of the rate 
of interest at the time when inflation 
had been stopped. For however useful 
inflation may have appeared to the 
debtor, and however cleverly it may 
have been disguised in legal formulas, it 
was considered sheer dishonesty by the 
investing public. And the investing 
public all over the world will in the 
long run insist on covering risks by add- 
ing a considerable premium to loans ex- 
tended to states and countries who have 
repudiated their obligations in the thor- 
oughly legal form of inflation. 

Where inflation had gone on for 
some time, or whenever it was threaten- 
ing a country, liquid capital was con- 
verted into safe foreign currencies, not- 
withstanding all embargoes and all 


*In this connection the influence of the 
reparation settlements has been very bad. 
All Germany was impressed with the neces- 
sity of raising exports and diminishing im- 
ports. This being the case, agriculture as 
well as industry invested huge capital sums 
with the object of increasing output, thus 
contributing largely to the existing over- 
production. 
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methods of control. As inflation is al- 
ways the result of scarcity of liquid 
capital (for where there is enough liquid 
capital inflation can be avoided by long- 
term loans, and financial restriction of 
government expenditure), it produces a 
very curious paradox. It results in huge 
international loans, being made by the 
poor countries whose capital is in flight 
to the rich countries where capital is 
abundant. It thus leads to over-expan- 
sion of trade and industries in coun- 
tries with a normal industry, by means 
of cheap credits (as was the case in the 
United States), after it has led to over- 
expansion of plants from fear of depre- 
ciation in inflating communities, thus 
bringing about a wrong distribution of 
capital in both directions. 

Moreover, the spread of distrust dis- 
turbs the old-established connection be- 
tween short-term and long-term loans, 
as the want of confidence induces timid 
capitalists to place funds in short-term 
credits, which they could easily afford 
to invest for longer periods. Thus the 
plethora of short funds in safe countries 


is increased enormously, whilst the 
scarcity on the capital markets is in- 
creased pro tanto. Owing to the great 
fluctuations in the stock market it is not 
safe to invest money in securities if there 
is the slightest possible need for sudden 


future realizations. And in this way 
the automatic functioning of the 
mechanism of long-term and short-term 
credits has been greatly dislocated. 
Misdirection of capital in the above 
mentioned cases has been a by-product 
of government intervention rather than 
a settled general policy. It has been 
quite deliberate in many other cases. 
The renascence of protection in old and 
new countries deliberately aimed at a 
purposeful misdirection of capital. For 
by means of protective tariffs, subsidies 
and subventions capital is attracted to 
industries which would never have been 
created or continued if they had had 
to pay their way on a commercial basis. 
It is rarely diverted from existing in- 
dustries, for those industries can scarcely 
afford to let capital go; but the rate of 


interest at which they must get the 
funds needed for carrying on their 
established trade is greatly enhanced. 
And so is the interest which the tax- 
payer has to pay on the national debt. 
No doubt, in countries financially well 
administered, these charges have slowly 
declined; there have even been chances 
for conversions. Nevertheless, looking 
all round, the fall in the rate of inter- 
est and the alleviations flowing auto- 
matically from. it, would have been 
greater and much more rapid if the 
world in general had not wasted huge 
quantities of capital by misdirection. It 
is far more healthy to diminish capital’s 
fixed share of the national produce by a 
natural growth of capital facilitated by 
falling prices, than by some sort of in- 
flation, designed to reduce the purchas- 
ing power of fixed incomes. 


FUTILITY OF ARTIFICIAL CONTROL OF 
PRICES 


This misdirection of capital partly 
accidental and partly deliberate is per- 
haps the most powerful cause which has 
disturbed the equilibrium between vari- 
ous groups of prices and which makes 
the readjustment so very hard. The 
overexpanded capital of various indus 
tries would quickly be wiped out, if 
prices were allowed to fall. Pools, 
valorization schemes and cartels enable 
protected industries to maintain prices 
by eliminating supplies from the mar- 
kets temporarily or locally. In both 
cases they merely increase disorganiza- 
tion: In the first case by dumping on 
open markets, in the second case by 
threatening future markets. Protected 
and cartellized industries have suc: 
ceeded in part at least in restricting 
production. By doing so, they have 
lost the benefit of cheap production; for 
by spreading a restricted output over 
all participants they raise the cost of 
production of the best equipped enter’ 
prises, which are not allowed to work at 
full speed. Moreover, prices must be 
kept high enough to cover the cost of 
production of the weakest partners 
working at half speed. Even under 
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those conditions the control of markets 
has not been successful. The highly 
organized German coal industries can 
only maintain the high price charged to 
the home market by keeping twelve mil- 
lion tons on the dumps, for which of 
course high charges of interest must be 
paid. 

The policy of hoarding, pooling, 
valorizing could never have been carried 
to its present length if banks and gov- 
ernments had not supplied credits, often 
at artificially cheap rates, to prevent the 
liquidation of superabundant _ stocks. 
Thus the misdirection of capital in a 
general way, has often been aggravated 
by misdirection of loans. 


MISTAKES MUST BE COMPLETELY 
LIQUIDATED 


The only reasonable new credit 
feature which has been evolved has been 
instalment payment, provided it is done 
‘on reasonable terms. To anticipate the 
future income of a customer, who can 
rely almost with certitude on its inflow, 
is far more intelligent business than to 
finance the building of big plants to pro- 
duce’ goods for non-existing customers, 
or to advance money on those goods 
after they have proved unsalable. Credit 
has not been stinted on industries; it has 
been badly distributed and wasted. The 
crisis will never be overcome, if the mis- 
takes are not completely liquidated. To 
finance their continuation might ease 
the situation for the present; it would 
certainly produce catastrophes in the 
future. 

Credit is helpful only if spent pro- 
ductively. It must either be used for 
financing operations which naturally 
yield interest and sinking fund to pay 
off the debt; or the cost must be charged 
to the community in return for services 
which are indirectly though not finan- 
cially useful. In both cases purchasing 
power is increased today, which some- 
how has to be deducted tomorrow. To 
finance unprofitable undertakings by 
means of credit, is the best way for re- 
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ducing purchasing power in the near 
future and to saddle the community 
with heavy losses. 

By a generous expansion of credit 
through central banks the realization of 
these losses may be postponed. Such 
postponement is justifiable in all cases 
where the economic and financial struc- 
ture of the debtors is fundamentally 
sound and merely adversely affected by 
technical difficulties, where short-term 
credits cannot be repaid, though long- 
term loans might be absolutely safe. 
Where this is not the case, expansion of 
credit will not save them; it will merely 
involve the credit-giving banks and 
bring them to the brink of bankruptcy. 

To argue that a further decline of the 
discount rate in New York in October, 
1929, would have averted the collapse, 
is surely dangerous dogmatism. Quite 
apart from the doubt whether it could 
have prevented foreign banks from rais- 
ing their discount rates when American 
stock exchange loans attracted moncy 
from Europe at very high rates, it 
would merely have given the boom a 
chance to assume even bigger propor- 
tions. 

For though discount rates may help 
to expand the total volume of credit in 
times of over-speculation and industrial 
expansion they cannot direct the flow 
of capital into the right direction. When 
values are no longer calculated on 
yields, either because people buy securi- 
ties for the sake of the rise or because 
prices are supposed to be fixed by 
monopoly power, the reasoned argu- 
mentation on which the theory of dis- 
count rates is based does not work 
properly. Nor does it do so when fear 
has taken the place of greed. No dis- 
count policy, however brutally enforced, 
could have saved the Reichsbank from 
losing over 75,000,000 pounds within 
the last month (June). For when panic 
is spreading, nobody minds the few per 
cent. extra loss which a withdrawal of 
deposits may involve, nor the few per 
cent. extra gain which an investment at 
high discount rates might produce. 
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FEAR AND THE CREDIT SITUATION 


Fear, not real scarcity of capital, is 
at the bottom of the world’s desperate 
credit situation. This fear is partly due 
to political causes: whether right or 
wrong, it cannot be dispelled by mone- 
tary tricks. Quite the contrary. Credit 
experiments, talk about creative credit 
and so on, will merely spread the fear 
of another inflation. 

For there is in existence economic fear 
as well which has nothing to do with 
politics, foreign politics or financial 
politics. It is due to distrust in the 
capacity of the leaders of the business 
world. They have made mistakes— 
that was unavoidable; but many of them 
are not willing to acknowledge these 
mistakes, and insist on throwing good 
money after bad money. After over- 
expanding their own enterprises, partly 
with credits, they are fighting against 
their contraction to a normal level with 
more credits. For the cure of economic 
depression, insisted on by pools, com- 
binations, cartels, stock exchange inter- 
vention syndicates and farm boards, has 
locked up huge credits in enterprises 
which were already overburdened. There 
would be enough capital in the world 
and enough credit to satisfy legitimate 
demands, if huge slices were not wasted 
in preventing the unavoidable liquida- 


$e 


tion. Capital holds back, because its 
owners are doubtful whether it will be 
properly used. 

This being the case, I don’t think 
that any sort of heroical intervention 
will cure the crisis, though it may 
lengthen it. I am quite impervious to 
the reproach of fatalism, levelled against 
people of my way of reasoning by ardent 
interventionists. I am not a believer in 
the theory that foolish action becomes 
sanctified and wise merely by being 
called action. I would not operate on 
a dipso-maniac with the object of show- 
ing his family that I have learned the 
surgeon’s art. I much rather would tell 
them to stop his drinking. Credit can 
only help us if wisely spent; my own 
country is showing just now the results 
which the unwise use of credits is bound 
to bring about and of which I have 
warned her, unsuccessfully, for the last 
five years. If we could pacify the polit 
ical atmosphere—and I think we are 
at last making advances in that direc- 
tion—we may be very near the bottom 
of the depression. But before we can 
rise again we must touch bottom. Ex- 
perience has shown that even the most 
wasteful use of credit does not enable 
us to inflate permanently the price of 
free commodities; this being the case, 
we cannot hope to be cured by main- 
taining privileged prices for privileged 
goods. 
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A Banking Success Based on Small 


Loans 


The Successful Rise of Clayton Bodley — His Ideals, and His 
Faith in Small Loans 


T the recent convention of the 
Aazsice Bankers Association in 
Atlantic City particular atten- 
tion was paid to problems of manage- 
ment. Perhaps to a greater extent than 
ever before, vague, theoretical ideas 
were put aside in order that practical 
banking in all its phases might be 
studied. Increasing profits in these days 
means increasing the following. Useful- 
ness and leadership may be expanded 
only by catering to new customers or by 
serving the present clientele in a more 
comprehensive manner. 

Among those bankers who have at- 
tained national repute because of con- 
tinued and unusual success in the field 
of banking there is perhaps no more 
colorful career than that of Clayton 
Bodley. Starting with a small country 
bank at Richmond, Kan., thirty-one 
years ago, he has organized and de- 
veloped seven institutions to. amazing 
profit-makers. Three of these banks, 
the Fidelity State, the Merchants-Kansas 
State, and the First State, are in Kansas 
City, Kan. 

“How can this man purchase an in- 
significant bank in almost any portion 
of a city, transform a weak statement 
into an unquestionably strong one, carry 
cash and sight exchange at twice that 
required by law, inject a bustling energy 
into the whole institution, and within a 
few months begin to pay smiling stock- 
holders 25 per cent. annuaily?” 

No, it isn’t a pre-war story! Bankers 
are watching Clayton Bodley accomplish 
these things today and they are asking 
the above question, some by personal 
visits to his desk, others by letter, and 
no matter what size institution they rep- 
resent, in his methods, his manner, and 
particularly his championship of small 
loans and service to that great mass of 


America’s population—industrial and 
commercial workers—they are finding a 
new method for stabilizing income in 
their own fold. 


LIQUIDITY 


In 1907 it will be recalled that many 
bankers found it difficult to obtain cash 


CLAYTON BoDLEY 


from their correspondent banks. Bodley 
banks paid cash on demand, which 
brings us directly to the first important 
rule we gain from an interview with 
this man. His loaning policy has always 
held the term “liquidity” equally im- 
portant with safe margins and sound 
security. Always more than 50 per 
cent. of loans, whether real-estate, col- 
lateral, or personal, have been arranged 
on monthly payments, so that in times 
of stress, when it may be of no avail to 
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call on outside sources for added cash, 
loans may be temporarily discontinued 
so that cash begins immediately to climb. 


SERVICE TO LARGER NUMBERS 


Simultaneously with Clayton Bodley’s 
decision to extend his banking activities 
to Kansas City, after organizing his first 
three banks in smaller places, he insti- 
tuted his theory of the soundness and 
profitableness, directly and indirectly, of 
catering to salaried men and women of 
medium income. He had already dis- 
covered, before industrial banks reached 
this country, that small borrowers 
needed a legitimate loan service. 

“I felt,” he says, “that commercial 
banks should offer this service to work- 
ing people. Most banks at that time, as 
now, appealed to the average salaried 
man and woman to save money by de- 
positing regularly. That is, of course, 
splendid advice and the banker who 
gives it is accepted as an interested and 
trustworthy counsellor. However, the 
position of friendship, which the banker 
so assumes, is quickly shattered, when 
these same men and women suffer an 
emergency, such as sickness, accident or 
death, or merely wish money for a 
reasonable investment, apply to the 
banker who has kept their savings, and 
are promptly informed that their bank 
does not wish to bother with such small 
loans. Is it any wonder that such cus- 
tomers criticize a bank that accepts their 
petty savings, but refuses to offer even 
a small line of credit? Such men and 
women of small and medium salaries 
constitute more than three-fourths of 
the population of the nation.” 

Few bankers agreed with Mr. Bodley 
until approximately five years ago, 
when, in search for greater profits, they 
adopted the making of loans to salaried 
people on the monthly-payment plan. 
To date more than 300 banks, both large 
and small, have added personal loan de- 
partments as a new service to their cus- 
tomers. In spite of the steadily declin- 
ing earning ability of such borrowers 
and the unparalleled economic storm 
now prevailing, these departments are 
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reported as almost unanimously success 
ful. 
INDIRECT PROFITS 


It is quite evident that such depart- 
ments, whose volume may, without great 
effort on the part of the bank, mount to 
an investment of one hundred thousand 
dollars or more in a short time, contrib- 
ute greatly to the liquid cash of the 
institution. They insure their propor- 
tion of quick-turn-over cash in times of 
stress. 

But other benefits accruing from a 
service to small borrowers are, perhaps, 
more important in the startling growth 
of Bodley banks than this liquidity or 
actual profit on the loans—which in 
itself is worth considering. 


ADVERTISING OF A FAR-REACHING 
NATURE 


To appreciate fully the powerful 
drawing card which an industrial loan 
department becomes in a commercial 
bank, it is only necessary to visualize 
the Kansas State Bank (now the Mer- 
chants-Kansas State Bank) as it was at 
the time Clayton Bodley adopted it, in 
1908, and again as it was only two or 
three years later, with deposits climbing 
steadily and profits rapidly increasing. 
Purchased at less than $200 per share, 
an immediate following developed when 
it was announced the institution would 
offer the most complete loan service in 
the city. The principal factor in this 
new loan service was the fact that ad- 
vances would be made on co-signers, 
furniture and automobiles, and such 
loans could be repaid in small monthly 
payments. This bank simply made it 
plain that it wanted to serve small bor- 
rowers as well as others. Folks began 
to drop in. They liked the spirit of this 
new-type banker. When they needed 
money for worthy purposes they went 
to the bank. Many learned for the first 
time in their lives what a bank could do 
for them. To these citizens there was 
opened a new banking service for the 
first time in the history of finance in the 
United States. 
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“Why,” they asked, “have banks 
never made loans like this before?”’ Some 
mentioned they had kept savings ac- 
counts at certain banks for years, but 
upon occasion to borrow, even when 
offering insurance policies with paid-up 
value and other good security, they were 
informed only thirty, sixty or ninety- 
day loans could be had. “Why,” they 
continued, ‘““do bankers want us to obli- 
gate ourselves for a short-time note when 
they know as well as we, that we cannot 
possibly accumulate such a lump of 
money in so short a time?” 

But Bodley banks did not answer 
those questions. Borrowers in most cases 
were able to arrive at the assumption 
that other banks did not care to bother 
with small loans. That was the reason 
they went to the small loan department. 
They received prompt, courteous atten- 
tion. They felt they were getting digni- 
fied credit. And that feeling of service- 
received started the ball rolling. It is 
rolling today for the bank which has the 
personal loan department. It is a far- 


reaching and constructive type of popu- 
lar advertising that goes from tongue to 
ear. It is a brand of publicity more 


powerful than that exerted by news- 
paper space, because it is more lasting. 


SUSTAINED EARNINGS 


Just at this place, we may for a 
moment reflect that most banks in the 
past have preferred to cater to larger 
depositors—the minority, as far as 
population is concerned. Economic his- 
tory reveals that such a policy is profit- 
able in good years for most banks, but 
in lean years only a small percentage of 
institutions are able to pay both operat- 
ing expenses and dividends worth men- 
tioning. It may, therefore, be concluded 
that, as a general standing policy, it is 
not sound to restrict banking service 
solely to the more highly paid customers. 

As an illustration of this conclusion, 
let us again return to the Bodley banks, 
some of them operating over a period 
of thirty-one years and others having 
served successfully for at least fifteen 
seasons—all of them having gone 
through two or more national economic 
and financial depressions. What do we 
find regarding sustained earning ability? 
Has there been a slump in profits during 


At work in the First State Bank, Kansas City, Kans., are, left to right: Mrs. Helen 
Blevens, assistant cashier; Clayton Bodley, president; and E. A. Brewer, loan manager. 
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bad years? There has not. These in- 
stitutions have, extraordinary as it may 
seem, frequently increased profits in lean 
years. True, this may be partly due to 
the fact that, as previously mentioned, 
few other banks until recently have 
tried to serve the masses. In the case 
of the First State Bank, the oldest insti- 
tution in Wyandotte County, dividends 
have averaged slightly over 25 per cent. 
annually during the last ten years. 


ALL TYPES OF CUSTOMERS 


It therefore becomes clearly evident 
that a mixed policy of loaning such as 


CLAYTON BODLEY 


When he first entered the banking 
field. 


Clayton Bodley has fostered, which 
serves the well-to-do customer—serves 
the thirty, sixty and ninety-day bor- 
rower with good collateral—and also 
offers a special department for the re- 
maining large number of small bor- 
rowers who furnish two co-signers, 
furniture, automobile, or other forms 
of security, is a combination almost un- 
beatable—a most complete loan service 
that touches the needs of men and 
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women no matter in what walk of life 
fortune may have placed them. 

But we must return to the bank pur 
chased at less than $200 a share-—the 
bank that was a quiet little room in 1908 
when Bodley stepped in and put his 
theories into operation. In less than a 
year a permanent buzz had developed 
about the place. Deposits had increased 
rapidly. Two years saw the introduc 
tion of new tellers and more modern 
systems for handling larger volume of 
business. Here was an actual example 
of the indirect value of a complete loan 
service. The policy drew executives, 
medium income workers, and petty bor- 
rowers. While other banks were con- 
tented to skim part of the cream, this 
little bank took the cream, milk, pitcher 
and all. It drew customers from every 
part of the city and kept them. 


SELLS AT SEVEN TIMES PAR 


In less than five years bankers, both 
local and foreign, had turned their at- 
tention to the methods of this bank. 
The more ambitious and less analytical 
element mentioned that the unusual 
profits were probably due to the good 
corner on which the bank was located. 
Then several appeared with offers to 
buy the corner. The institution was 
paying dividends of 40 and 45 per cent. 
annually. There was no good reason 
why Clayton Bodley should sell. He 
liked banking, liked Kansas City, and 
enjoyed the corner. 

“But,” they argued, coming back 
later, “we'll give you $400 per share. 
You can start another of your banks 
with the money.” 

The banker took them as a joke. “I 
don’t want to sell,” he persisted firmly. 
“There are plenty of other banks you 
can buy.” 

“There’s no other bank that has been 
developed as yours,” they countered. 
‘Just what price would interest you for 
controlling interest?” 

It was about time to get rid of them. 
Clayton Bodley decided he would set a 
price high enough to accomplish that 
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end. He thought of the short years he 
had been there. 

“Seven hundred per share,” he re- 
plied. 

“Sold!” they echoed in unison to his 
surprise, and that night a contract was 
signed and $10,000 binder was de- 
livered. And that was how Bodley was 
forced to sell a bank. “I didn’t think 
they’d take it,” he murmured. “I should 
have asked a thousand.” 


CARE IN KEEPING LOSSES DOWN 


Banks that run a complete loan ser- 
vice find themselves unusually busy. In 
taking care of numerous types of loans 
there enters the element of detail, which 
must be attended to very carefully both 
in approving and collecting loans. It is 
not necessarily difficult, but each de- 
partment must carry a sufficient volume 
of loans to permit, if possible, of a sepa- 
rate manager who will give close atten- 
tion to his division. One realizes how 
carefully Bodley banks were organized 
in this respect when it is considered that 
in selling the bank mentioned above, all 
loans were guaranteed by the vendor. 
The new owners called upon the seller 
to make good only one small loss of 
less than $100. Percentages of loss in 
monthly-payment loans are usually much 
less than in long time advances, where 
in many instances it is impossible to de- 
termine a loss in time to protect the 
bank’s interest. In the case of loans 
liquidating on a monthly basis, each 
thirty days shows the status of the bor- 
rower. If payments are missed, precau- 
tionary action may be instituted at once, 
thus saving what might in a straight 
loan be a larger depreciation of value or 
increase of taxes and other incidentals. 


NOT ONLY A SMALL-LOAN BANKER 


Occasionally banks considering the 
installation of small loan departments 
voice the belief that such men as Clay- 
ton Bodley are peculiarly fitted for 
handling such loans and that managers 
of his type would be difficult to find. 
This conclusion would be correct if it 
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applied to his executive abilities in gen- 
eral. Few bankers possess the all-round 
capabilities to cope with both large and 
small problems as does this banker. His 
meteoric success has been accomplished 
by three things: First, a broad concep- 
tion of banking needs and the possibili- 
ties of certain locations; second, original 
ideas for serving in a better way more 
types of customers; and third, the ability 
to choose associates and train them into 
successful managers for his banks. 

For the benefit of those bankers fear- 
ing that men cannot be developed to 
handle small loans or other highly de- 
tailed business, a visit to the banks of 
Kansas City will convince them that 
those captains now conducting the in- 
stitutions, several of whom received their 
early training under Mr. Bodley, are 
doing a good job. 


ORIGINATED SAVINGS LOAN PLAN 


Among the facts determined by Clay- 
ton Bodley’s long experience in meet 
ing small borrowers at his departments, 
are some worth passing on to others 
now engaged in the specialized field of 
banking. Early in the game he arrived 
at the conclusion that instalment buyers 
and instalment borrowers should be al- 
lowed a rebate or credit of some sort 
for promptness in meeting their obliga- 
tions. Or, better still, promptness should 
be encouraged by promises of such a re- 
bate in advance. To accomplish this 
purpose, it was agreed that if a bor- 
rower paid every instalment on or be- 
fore the date due, a rebate of a certain 
amount would be allowed. The plan 
worked effectively, tended to reduce de- 
linquencies, and lowered the cost of 
loans to borrowers. Soon a plan was 
effected whereby loans were made for 
one year straight, but the borrower 
agreed to open a savings account and 
deposit therein one-twelfth of the face 
of his note each month. This was called 
the savings-loan plan and served the 
same purpose as the rebate, since 3 per 
cent. was paid back to the borrower on 
his accumulated payments. This plan 
was found to encourage thrift as many 
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borrowers kept their savings accounts 
after their loans were paid. 

Then, through careful cost analysis 
made on a yearly basis, it has been de- 
termined that total losses have amounted 
to slightly more than one-fifth of 1 per 
cent. annually. 


SMALL LOANS BRING LARGE ACCOUNTS 


How catering to all classes brings 
valuable contacts is illustrated no more 
effectively than by the treasurer of the 
railroad who several years ago called 
and inquired about how the bank was 
getting along with industrial loans. 

He was told that the bank gave the 
best of service to the workers. 

“IT am sure of that,” he returned. 
“The men have been telling me about 
how they come here and get their finan- 
cial worries smoothed out. I have just 
about decided that a bank such as this, 
which gives such service to our men, 
ought to have the company’s account.” 

Needless to say the bank lost no time 
in accepting the company’s deposit, 


which in that case happened to be a 
$50,000 one. 


NO CONFLICT OF DEPARTMENTS 


“But how,” says the visiting banker, 

can you make real estate loans at 6 
per cent., collateral loans at about the 
same rate, and then charge a higher 
rate to small borrowers? How can the 
small loan department be conducted 
under the same roof without more or 
less conflict among borrowers?” 

No bank need fear about such a con- 
fused state of affairs. The conflict is 
prevented by a mere explanation to each 
borrower of the three or four kinds of 
loans handled by the bank. Each bor- 
rower qualifies under any of the plans 


we 
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he chooses. If he has acceptable real 
estate, naturally he gets the low rate. 
If he has bonds he also gets the 6 per 
cent. rate. But if he does not have these 
high class securities, and desires a per- 
sonal loan on co-signers, car, or house- 
hold goods, he is charged an 8 per cent. 
straight rate, with a 3 per cent. rebate. 
It is found that borrowers do not hold 
a grudge against the bank if the personal 
loan plan is the only plan under which 
they can qualify. They can hardly ex 
pect the bank to furnish them security. 

“And,” says Clayton Bodley, leading 
the way out to lunch, “we find that a 
diversified loan service tends to keep a 
bank alive even in slow times. Of 
course, we reduce the amounts loaned 
and are more careful about approving 
applications in tight years.” 

Passing out through the white marble 
lobby we notice all departments are very 
much alive. 

“How are deposits now?” we inquire 
as we reach the street. 

“About 5 per cent. higher than this 
time last year,” comes the answer, much 
to our surprise. This man’s way of 
running banks is worth a look-in. 

“Just a minute,” says Mr. Bodley, 
“let's step back in—I forgot to tell the 
boys good-bye. The wife and I are 
going to Akron to see the new air-ship 
leave the hangar.” 

And that’s Clayton Bodley—a broad, 
likeable young man of sixty-five, who 
has built wisely financial structures that 
stand for greater service to larger num- 
bers. Meet him sometime when you're 
in the Midwest. It'll do you good to 
discover that his whole-hearted laugh is 
contagious. You may take home a few 
practical tips that spell greater profits, 
but more than that, you will have met 
a man whose work inspires you to 
greater achievements. 





The Real Estate Problem From the 
Banker’s Point of View 


A Formula for Valuation 


By E. C. Harwoop 
Assistant Professor Massachusetts Institute of Technology 


single aspect of a bank’s affairs re- 

quires shrewder judgment and more 
careful handling than its real estate 
loans. This is especially true of ‘those 
on income-producing types of property, 
either business or residential. That be- 
ing the case, the writer has been more 
than a little surprised to discover that 
both city and town bankers seem to 
govern their real estate commitments 
“by guess and be-gorry,” as the Irish- 
man expressed it. Although there un- 
doubtedly are banking officials and 


I: is probably safe to say that no 


if some allowance for depreciation be 
attempted. The fact that a property 
changed hands at $200,000 in 1919 does 
not prove that it is a bargain today at 
$100,000. It is always necessary to keep 
in mind that periodic waves of inflation, 
of depreciating currency, have repeat- 
edly hung misleading price tags on all 
sorts of articles. In general, it is a safe 
assumption that the existence of unusual 
conditions is always temporary; that 
time will restore the relationships exist- 
ing in past periods of relative normality. 
Thus, for example, the restoration of an 


“Past selling prices do not necessarily give any indication 
of present values, even if some allowance for depreciation be 


attempted. 


The fact that a property changed hands at $200,000 


in 1919 does not prove that it is a bargain today at $100,000.” 


directors who have some appreciation of 
the inevitability of depreciation, and 
who use some method in determining 
values, they would seem to be few and 
far between. It is notorious, among real 
estate operators, that a banker is the 
last man to go to for an opinion as to 
real estate values. Furthermore, the 
present difficulties of numerous banking 
institutions testify to the inept handling 
of real estate as well as other loans. 
Under the circumstances, therefore, a 
discussion of values in relation to safe 
loans and derivation of an appraisal 
formula or method may prove useful. 

By way of clearing the ground, it 
may be well to emphasize the fact that 
past selling prices do not necessarily give 
any indication. of present values, even 


approximation to pre-war price and 
wage levels has long seemed probable. 
Wartime inflations and “new eras” are 
always temporary affairs. 

In attempting, therefore, to fix values, 
it is first essential that the fluctuations 
in the value of the dollar be recognized 
and that allowances be made accord- 
ingly. It is true, of course, that the 
very long-term trend of rentals in the 
shopping district of a growing city is 
upward. But it is also true that most 
transactions reflect in the price at which 
they occur the existence of this upward 
trend. Obviously, changes in the value 
of the dollar may reverse the trend of 
average values, or prevent a rise which 
would otherwise occur. 

Assessed valuations are apt to be as 
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misleading as are prices at which past 
transactions have occurred. Cities are 
slow to revise valuations downward. In 
most cases, adjustments await the initia- 
tive of the owner, and he may be “milk- 
ing” the property, never intending to 
pay a cent of taxes and therefore not 
interested in the assessed valuation. 

If the prices of former transactions 
and assessed values are both to be ruled 
out as guides to bankers’ appraisals, 
there remains the income-producing 
capacity of the property. As everyone 
knows, this is not necessarily unchange- 
able. Rentals fluctuate as do other dol- 
lar transactions, inversely as the dollar 
itself changes in value. In general, how- 
ever, rents are apt to lag behind, and 
seem not to fluctuate so widely as, for. 
example, commodity prices. 

While it is necessary to keep in mind 
that rents, too, change, it is generally 
possible to arrive at a reasonable esti- 
mate of the profitable variation. Experi- 
ence in any particular locality through 
one or two periods of prosperity and 
depression is perhaps the best means of 
gaining this information. Usually there 
are past records available by means of 
which it should be possible to make a 
conservative estimate of income; that is, 
the income which can safely be counted 
on. 

APPRAISAL FORMULA 


Perhaps the best means of setting 
forth the appraisal formula derived is 


to select a particular case. For this 
purpose, a building in the city of S— 
has been chosen. It fronts on a main 
street just outside the shopping district; 
is 50 by 150 feet, on a corner lot; is 
five stories tall, of good brick construc- 
tion; age 30 years; estimated gross in- 
come, $14,000. 

Before proceeding with derivation of 
the appraisal formula, a few remarks on 
depreciation are necessary. The phe- 
nomenon is rarely understood. It is 
commonly thought that repairs and 
maintenance can somehow prevent de- 
preciation, but such is not the case. 
Possibly one grasps the idea most easily 
by looking about the business or nearby 
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residential district of any growing city, 
How many buildings as old as forty to 
fifty years are in use? Why has the 
old John Doe mansion (although in per- 
fect repair) become a drawback to the 
lot it happens to be on? It is plain to 
the careful observer that a growing city 
forces depreciation of buildings regard- 
less of their physical condition. Cer- 
tainly, it is hardly safe to assume that 
a given building will retain its useful- 
ness longer than fifty years. In general, 
forty years for a wooden frame build- 
ing, and fifty years for one of brick or 
steel construction are reasonable life 
periods. (Depreciation as here used in- 
cludes what is sometimes called obsoles- 
cence.) 

Because most bankers, in making first 
mortgage loans, overlook depreciation 
altogether, they are making a standing 
offer to anyone shrewd enough to see it, 
to “milk” the property. This wiil per- 
haps be more evident after the appraisal 
formula has been derived. 

To proceed, then, with the determina- 
tion of the value of this particular prop- 
erty, we shall assume that the value of 
the land is X dollars and that the value 
of the building is Y dollars. Deprecia- 
tion occurs only in so far as the build: 
ing itself is concerned. The value of 
the land may grow greater or less. 
Ordinarily, it is safe to count on some 
appreciation of land values. However, 
for any single property this would be 
hazardous inasmuch as shifts in popula’ 
tion or business trends may radically 
alter the situation. 


TAXES MOST CERTAIN EXPENSE 


It is customary to regard taxes as the 
most certain of all expenses to be con’ 
sidered in connection with real estate. 
However, remembering Franklin’s ad: 
monition that, “— in this world, nothing 
is certain but death and taxes,” it has 
been decided to give first place to de: 
preciation which, when complete, is 
nothing more or less than death as far 
as a building is concerned. Straight-line 
depreciation, so called, is probably best 
for the conditions of most real estate 
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problem. If the value of the building 
is now $Y, and it has already lived 
thirty of its fifty years, it has twenty 
years left and is depreciating at the rate 
of $Y/20, annually. Depreciation as 
an item of expense is there- 
fore 
Taxes (easily ascertained) .. 
Interest (at 5 per cent. in 
this case) (X plus Y) 0.055 
Fuel, light, water, etc. ..... 1650 
Repairs and maintenance, in- 
cluding alterations for new 
tenants 
Janitor-superintendent 
Insurance 
Commissions on rental col- 
lections 
Owners’ profit and risk com- 
pensation 


3700 


600 
900 
200 
700 


500 
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might be made in order to see what re- 
sults in terms of total value would be. 
Let these estimates be: $50,000, $60,000, 
and $70,000 respectively; then, substi- 
tuting for X and solving for Y in each 
case, we have: 


If land value be $50,000: 
$0.055x50,000 plus $0.105Y—$5750 
0.105 Y=$5750—$2750 
Y=$28,800 (approximately) 
and value of property (X plus Y) is 
$78,800 


If. land value be $60,000: 
$0.055x60,000 plus $0.105Y=$5750 
0.105 Y=$5750—$3300 
Y=$23,300 (approximately) 
and value of property (X plus Y) is 
$83,300 


“One of the ways in which the banks are repeatedly cheated 
is through the process known as ‘milking.’ To most, this means 


collecting the rents and failing to pay taxes and interest. 


How- 


ever the real cream in the ‘milking’ game is the annual depreciation 


which the shrewd operator can easily put in his own pocket. 


It is 


rare to find mortgages which require annual payments as large as 
the annual depreciation on the property.” 


The total expense is: $8250 plus 
$0.055X plus $0.105Y. Now by equat- 
ing this total to the gross income avail- 
able for this building, we obtain the 
following: 


$8250 plus $0.055X plus $0.105Y= 
$14,000 
or, $0.055X plus $0.105Y—$5750 


The above equation contains the two 
unknowns, X and Y, and cannot, there- 
fore, be solved directly. It is necessary 
to determine the value of one of the 
unknowns. In general, land values are 
much more readily ascertained than are 
values of buildings. It should be pos- 
sible for the experienced local banker to 
obtain a fairly good estimate of the land 
involved in this case. A low, medium, 
and high estimate of the land value 


Similarly, if land value be $70,000, 
we find that the value of the building is 
$18,100, the sum being, $88,100. 

It will be observed that if the land 
value were somewhat greater in the 
above problem, the value of the building 
might be negative. This result would 
be useful because it would indicate that 
the wrong kind of a building had been 
erected on that particular piece of land. 


USE OF DATA 


With the foregoing data at hand, the 
banker should be prepared to make a 
loan on the property, or resell it if he 
has had to take it over, on an intelligent 
basis. Of course, all this presupposes 
that the banker is willing to find out 
what the various elements of expense 
actually are. He must know how much 
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coal at what price is required for that 
building. And a banker should not 
hesitate to inquire into these details. 
They are not beneath his dignity, and, 
if he doesn’t have the facts to go on he 
will be in the same class with all other 
fair-weather bankers whose principal 
sources of inspiration are a fancy office 
and a dignified manner. 

Recently, a friend of the author went 
before a board of directors with an 
offer to take a property off their hands, 
at a loss to the bank. He presented a 
detailed estimate of the expenses in- 
volved, including an item of fuel at 
$600. As a matter of fact, he knew 
that he could heat the building for not 
more than $400 but there wasn’t a man 
on the board who even thought of ques- 
tioning the estimate, to all appearances. 
Capitalize even the small sum of $200 
at 54 per cent. and the result, some 
$3600, is slightly larger than the loss 
this operator bluffed that bank into 
taking. 

It may well be asked which of the 
values derived based on the different 
estimates of land value is to be used. 
That would depend on the circum- 
stances. If the income seemed well as- 
sured, business tenants reasonably pros- 
perous, even during the depression, it 
would undoubtedly be safe to take the 
highest of the three values, even as the 
amount of a first mortgage. Incidentally, 
this particular piece of property sold at 
$200,000 a few years ago. A bank in 
S— now has a first mortgage of $200,- 
000 on it. For obvious reasons, the 
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bank now owns the building and would 
like to find someone to take it over. 

One of the ways in which the banks 
are repeatedly cheated is through the 
process known as “milking.” To most, 
this means collecting the rents and fail- 
ing to pay taxes and interest. However, 
the real cream in the “milking” game is 
the annual depreciation which the 
shrewd operator can easily put in his 
own pocket. It is rare to find mort- 
gages which require annual payments 
as large as the annual depreciation on 
the property. Accordingly, if the build- 
ing has been purchased reasonably or at 
least without much cash, the owner has 
collected, after a few years, a large sum 
which represents return of capital but 
which the bank has been so foolish as to 
leave in the owner’s hands. If the 
owner is shrewd and dishonest, or even 
if he is only ignorant and has spent the 
depreciation fund as though it were so 
much income, the bank may be and fre- 
quently is left high and dry. 

As a matter of fact, the manner in 
which many banks seem to handle their 
first mortgage problems of this type is 
nothing more than a standing invitation 
to the shyster real estate operator. A 
bank will consider itself lucky to place 
a property at a price which “lets the 
bank out” and then discover that, at the 
end of a year or two, it owns the prop’ 
erty once more at nearly the same figure. 
Nine times out of ten, the bank doesn’t 
even know that the depreciation fund 
has slipped away in the ex-owner’s 
pocket. 





Cotton and Southern Banking 


The Present Cotton Price Situation Not as Serious for Southern 
Banks as Might Be Supposed 


By Lenpon S. EBBELS 


HEN the Government pub- 

\X lished its August 1 estimate of 

a cotton crop of 15,584,000 
bales this year, the resultant price de- 
cline to 6.7 cents a pound on the New 
York Cotton Exchange, and the flood 
of political panaceas suggested, focused 
the attention of the country upon the 
South. If the disaster were to prove as 
great as it appeared at first sight, the 
situation constituted a national emer- 
gency of grave importance. 

The cost of production of cotton 
varies widely from section to section, de- 
pending upon the yield per acre, the 
amount of fertilizer necessary, labor 
charges and other items. In the old 
cotton states, it has been the custom to 
place the average cost between 10 cents 
and 15 cents a pound. In the post-war 
deflation period, spokesmen representing 
the Louisiana planters stressed the im- 
possibility of producing the staple for 
less than 20 cents a pound. This would 
mean that a price of 6.7 cents a pound 
on the New York Cotton Exchange, 
and between 5 and 6 cents at the gin, 
involved substantial losses which would 
be shared by the Southern banks, inas- 
much as the ‘growing crop is largely 
financed by those institutions. 

More than 2,000,000 farm families in 
the South are engaged in growing cot- 
ton, and about 20,000,000 persons are 
directly or indirectly dependent for their 
livelihood upon the growing and han- 
dling of the staple. If the cost of produc- 
tion were actually double or more the 
price to be realized on the crop, every 
section of the nation would feel the 
effects of the consequent paralysis of 
bank credit and the cancellation of buy- 


ing power through the agricultural 
South, 


As a matter of fact, however, the 
banks prepared for the present price 
situation by curtailing the production 
loans made last spring. This, in turn, 
forced the planter to reduce his living 
and operating costs to the extent that his 
credit was reduced. With production 
costs sharply decreased, and production 
loans down as much as 50 per cent. or 
60 per cent. from what has come to be 
considered normal, no large-scale freez- 
ing of loans is anticipated. 

Southern agriculture is heavily de- 
pendent upon credit for its operations. 
In the days of steamboat transportation, 
supplies were furnished through the 
growing season by merchants with whom 
the planter often contracted for the sale 
of his cotton at the end of the season. 
When delivery was made, the debit bal- 
ance was deducted and the net proceeds 
were paid to the planter to carry him 
through the winter to the next planting 
season. 

As railroads extended through the 
country, and banks were established in 
the small rural centers, planters shifted 
their crop financing over to the banks. 
Many of the bank stockholders and 
directors were also cotton producers who 
found it more economical and satisfac- 
tory to have their own institutions 
finance their planting. In addition, a 
comparison of the cash and credit prices 
of the merchants showed the latter to 
he as much as 20 per cent. to 25 per 
cent. above the former, so that planters 
who had no direct interest in the banks 
were impelled to seek accommodation 
there. 

With the practical cotton-growing 
experience of the officials for a guide, 
bank financing of the cotton crop proved 
generally safe and efficient. A bank 
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examiner visiting a bank in mid-sum- 
mer would be staggered by the amount 
of cotton paper that was being carried, 
but a return visit after the ginning sea- 
son would find the paper retired and the 
loan envelope in excellent condition. 
There were numerous exceptions to this, 
where a poor crop year or low prices 
froze enough loans to imperil the safety 
of the institution, but the average re- 
sults were good. 

As cotton banking developed, it was 
found that there were definite adminis- 
trative policies which must be introduced 
for the protection of the bank’s equity 
in the growing crop. Thus, if a planter, 
whose legitimate needs and credit stand- 
ing entitled him to an advance of $6000, 
were given the entire amount at the 
start of the season, it might well be dis- 
sipated before picking time, and the 
bank, in order to protect its interest, 
would have to make further advances. 
As a result, the proceeds from the sale 
of the crop would not cover the total 
indebtedness, and a part of it would 
have to be carried over to the succeed- 
ing year. Such a practice on a large 
scale, and prolonged indefinitely, meant 
trouble for both the planter and the 
bank. 


ADVANCES ON INSTALMENT PLAN 


As a result of such experiences, the 
banks now foilow, for the most part, the 
more satisfactory plan of making ad- 
vances in periodic instalments, usually 


by the month. Under this plan, the 
farmer entitled to a $6000 credit would 
receive it at the rate of $1000 a month, 
forcing him to budget his expenses care- 
fully, and eliminating, except in emer- 
gencies, the need for additional loans. 
The present low price of cotton is the 
result, among other circumstances, of 
the exceptionally large crop estimated 
for this year. If the 1931 crop comes 
up to the estimated 15,584,000 bales, it 
will be the fourth largest in the last 
twenty years. With a carry-over of 
9,000,000 bales making for a total sup- 
ply of 24,584,000 bales, and an esti- 
mated consumption of only 11,000,000 
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bales, the theory behind the various 
plans to curtail production is apparent. 

To bankers who have made produc- 
tion loans on cotton, however, the un- 
usually large yield per acre this year 
affords an extra margin of protection, 
In a great many instances, plans for 
loans on the 1931 crop anticipated 
prices of 5 cents to 8 cents a pound, de- 
pending upon the grade. A planter 
whose average crop over a period of 
years had run 200 pounds to the acre, 
and who grew short staple with an antic- 
ipated value of 5 cents a pound, would 
be expected to gross ten dollars an acre 
and his loan would be calculated on that 
figure. If, as has been the case in most 
sections of the South this year, the 
nearly perfect growing weather brings 
the yield up to as much as 25 to 450 per 
cent. above normal, the bank’s margin 
of safety is increased to that extent. In 
Louisiana, it is calculated that the in- 
creased yield this year will offset the 
price decline enough to keep the cotton 
planter’s income within 11 per cent. of 
the 1930 level. 

The dependence of the Southern 
planters upon credit through the grow- 
ing season, and the influence which the 
banks are able to wield through control 
of this credit, has led to the charge that 
the banks are responsible for the over- 
production of cotton, because of their 
unwillingness to make advances on other 
crops. To a limited extent, this has 
been true. The South has all of the 
facilities for handling cotton, and that 
staple is most widely and surely con 
vertible into cash, whatever the price 
may be. With the great exception of 
corn for feed, the introduction of other 
cash crops on a wide scale has been 
handicapped by the lack of storage and 
marketing facilities, and the eligibility 
of such crops for loans has been ques: 
tionable. 


DIVERSIFICATION SUCCESSFUL 


In many localities, however, the in- 
troduction of truck and other crops has 
proved successful and marketing facili- 
ties have been developed. In these cases, 
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the banks as well as the farmers have 
been afforded the relief that comes from 
practical diversification. 

In the town of Enterprise, county seat 
of Coffee County, Alabama, there 
stands a monument to the boll weevil, 
erected some years ago in grateful 
recognition of the work of the cotton 
pest in compelling the planters of the 
region to diversify their crops. When 
the weevil made cotton growing un- 
profitable, a change to truck farming 
was successfully attempted, with the re- 
sult that in the year the monument was 
erected, the peanut crop alone was 
worth more than twice as much as the 
cotton crop had ever brought. 

The fertile soil of the Méississippi 
delta, it has been found, permits the 
profitable production of alfalfa. Experi- 
ments with this crop have shown that 
the long growing season makes it pos- 
sible to cut it as many as five times a 
year. The alfalfa is chopped, bagged 
and shipped to the cattle country where 
it enjoys a ready market. An annual 
return as high as fifty dollars an acre 
has been afforded from this. 

Elsewhere, marked progress has been 
made in the growing of vegetables. The 
following table indicates the increase in 
the value of vegetables harvested for 
sale in six representative cotton states. 
Figures are compiled from the prelimi- 
nary statements of the United States 
Census for 1930. Figures for 1909 are 
not exactly comparable as they include 
statistics from farms reporting one acre 
or more of vegetables raised for sale or 
home use: 


STATE 


Arkansas 
Louisiana 
Mississippi 
South Carolina 
Tennessee 


In addition to encouraging the growth 
of cash crops other than cotton, where 
possible, Southern bankers have done 
much to preserve the farm income and to 


$2,249,625 


4,191,324 
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make the farmer a better credit risk by 
inducing him to produce his own food 
and feed needs at home. By eliminating 
expenditures for food for his family and 
feed for his livestock, the farmer is en- 
abled to maintain his standard of living 
to a large extent regardless of the cash 
income from his crops. The production 
loan on which he furnishes himself and 
his tenants or laborers through the grow- 
ing season need not be as large as it 
would otherwise, and the spectre of 
hunger never need loom, no matter how 
slim his cash profits. 

One of the most drastic concerted 
steps in the direction of making the 
farmer partly independent of the mar- 
kets, and as such a better credit risk, 
was taken last year by the Georgia 
Bankers Association, in conjunction 
with the State College of Agriculture. 
Under their plan, adopted late in the 
season, a farmer eligible for a bank loan 
must have poultry, cattle, hogs or other 
livestock on his property, and must have 
a planting program that insures the 
feeding of the animals, and, so far as 
possible, the farmer's own family, 
through the year. At the end of the 
year, the banks require an inventory of 
the assets and liabilities of each bor- 
rower, and livestock as well as food and 
feed crops, are regarded as particularly 
important assets. The strength of this 
plan lies in the power of the bankers to 
control agricultural credits. 

Elsewhere in the South, the campaign 
to induce farmers to grow their own 
food and feed has been in progress for 
many years, and has been tremendously 


VEGETABLES HARVESTED FOR SALE 
VALUE IN DOLLARS 
1919 
$1,222,819 
1,088,078 

954,994 
2,900,467 
1,875,324 
1,984,814 


1929 1909 


$533,040 
245,706 
655,307 
687,429 
918,893 
747,543 


2,163,861 
2,238,969 
5,202,146 
3,877,113 


stimulated by necessity in the current 
season. When crop loans were reduced 
last spring, many planters had no option 
but to grow their own food and feed 
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if they were to have any. The record 
sale of home canning apparatus in many 
sections this year suggests that although 
the farmers may not have much cash 
left after settling their debts, the food 
problem will not be serious. 

Southern banks, through their polli- 
cies of reducing loans and encouraging 
or compelling the growing of food and 
feed, have therefore rendered the 
planter a signal service in cutting his 
production costs. The security of pro- 
duction loans is further increased by 
the fact that scttlement of the crop liens 
comes before the payment of taxes or 
rents. Although these taxes or rents, 
normally paid out of the balance re- 
maining to the planter after retiring his 
season’s debts, constitute an important 
item in the cost of production, they are 
an item which the bank does not ad- 
vance, as a general rule. With the 
present low price of cotton, districts in 
which little concern is felt for the safety 
of the bank loans look with apprehen- 
sion on the prospects that considerable 


land will return to the state for unpaid 
taxes. This 1s a serious problem and one 
that concerns the banks’ interest in the 
welfare of their customers rather than 
in the conservation of their own assets. 


LITTLE SURPLUS 


Although it appears that crop loans 
are adequately secured, for the most 
part, in the current year, there will be 
little or no surplus money on the farm 
to apply on the frozen loans carried over 
from crop failures and low prices in 
other years. The banks have found it 
easier to prepare for low prices, such as 
prevail this year, than for unfavorable 
weather conditions such as the 1930 
drought, or the floods several years ago. 
Wide scale disasters, by destroying the 
crops and consequently the banks’ 
security, result in a volume of frozen 
loans that is often perilous. If the banks 
are strong enough to carry through for 
another year after a crop failure, a 
period of high prices is usually sufficient 
to permit liquidation of enough loans 
to correct the situation. Such liquida- 
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tion cannot be generally anticipated 
this year. 

Because of these occasional hazards 
of crop failure, James S. Love, superin- 
tendent of banks in Mississippi, favors 
a shift in the burden of crop financing, 
to the agency created by Congress for 
that purpose, the Federal Intermediate 
Credit Banks. By setting up local In- 
termediate Credit institutions, in which 
the commercial banks may be largely 
interested as stockholders, the risk is 
divided more evenly and is minimized 
by the scientific and impersonal opera- 
tions of the credit banks. There are a 
number of examples of the successful 
operations of this credit agency in 
Mississippi, especially in the delta sec- 
tion. The power of rediscounting seven 
times over makes effective operations 
possible on a relatively small capital, 
while some institutions have provided 
for indefinite expansion by requiring 
that all borrowers place a proportion of 
their loans in capital stock. 

Many of the country banks are op- 
posed to the transfer of crop financing 
from themselves to another agency, even 
though they may have an interest in 
that agency. Crop financing, under 
normal conditions, has proved to be 
highly profitable while banks in terri- 
tory mainly devoted to cotton growing 
have few other opportunities to employ 
their funds at home. 

When the cotton is picked and 
ginned, many planters retire their pro- 
duction loans, and borrow again on the 
warehoused staple. The degree of risk 
on such loans is nominal as advances 
are usually made on a basis which per’ 
mits the banks to demand additional 
collateral if the price of cotton drops 
enough to impair the margin. Financing 
of the co-operative marketing organiza’ 
tions is largely obtained in the cities 
and from centers outside of the South. 

The attitude of the banks toward 
loans on the warehoused crop was illus- 
trated by the action of the First Na- 
tional Bank of Atlanta which an- 
nounced, at the start of the picking sea- 
son, that loans of 80 per cent. of the 





aE 


THE BANKERS MAGAZINE 


market value of the crop would be made 
at once. The loans were to be avail- 
able through any bank in Georgia, 
North Carolina, South Carolina, Ala- 
bama and Mississippi, for the purpose, 
according to John K. Ottley, president 
of the Atlanta bank, of preventing the 
dumping of the entire crop on the mar- 
ket at once. 

Cotton, as a crop, is no longer con- 
fined to the states south of the Mason 
and Dixon line. In addition to the 
growing pressure of competition from 
the staple grown abroad, cotton culture 
in this country has pushed westward to 
California. Preliminary census returns 
from that state show 300,058 acres of 
cotton under cultivation in 1929, com- 
pared with 144,047 acres in 1919, and 
324 acres in 1909. The 1929 acreage 
of cotton was exceeded only by that de- 
voted to hay, wheat and barley. In 
Arizona, the 1929 cotton acreage far 
exceeded that of any other crop, the 
211,178 acres in cotton for that year 
comparing with 106,283 acres in 1919, 
and 19 acres in 1909. 


QUESTION OF QUALITY 


Because of this competition from 
other sections of the country as well as 
from abroad, some bankers hold the 
opinion that the salvation of the South- 
ern states lies in the improvement of 
quality, rather than in reduction of pro- 
duction. For the most part, cotton 
grown in the South is of the upland 
short-staple variety. It is suited to the 
soil and climate, and has the relatively 
brief growing season which is some- 
what effective against the boll weevil. 


than they were this year. 
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In the Mississippi delta, where condi- 
tions are favorable for producing long 
staple cotton, prices average from 50 
per cent. to 100 per cent. above those 
obtainable for the short-staple. Improve- 
ment of the quality of the crop is, there- 
fore, mainly a local problem but, where 
effective, it has been beneficial to both 
the planter and the banker, increasing 
the prosperity of the former and the 
security of the latter. 

The extensive campaigns on the part 
of the Southern banks to make the 
planters reduce their production costs 
and to make themselves independent of 
other food producers has afforded con- 
siderable stability in this year of crisis. 
In the maintenance of these programs 
and in the extension of feasible cash crop 
diversification 1s seen the principal hope 
for the future. 

In the absence of a radical change in 
the price situation, in the next few 
months, it is expected that crop advances 
next spring will be even more curtailed 
It is prob- 


able that marginal producers will be re- 
fused credit altogether, which will make 


for reduced acreage, while further 
efforts will be made to trim costs on the 
part of those who continue to grow 
cotton. 

Many students of the cotton situation 
believe that relatively low prices will 
continue for an indefinite period, with 
consumption encouraged by the plenti- 
ful supply. If this is the case, the les- 
sons learned by both bankers and 
planters will be of inestimable value in 
maintaining some degree of prosperity, 
and a sound credit structure in the 
agricultural South. 





“FIRST 


NATIONAL BANK of 
BOSTON 


1784 . 1931 


A CONDENSED STATEMENT of CONDITION 


Covering all Offices and Foreign Branches 
as of September 29, 1931 


RESOURCES 

Cash in Office and with Federal Re- 

serve Bank $60,847,817.34 
Due from Banks 56,740,055.43 
United States Government Securities 74,074,990.03 
State and Municipal Securities.... 24,007,159.18 
Acceptances of Other Banks 26,748 ,160.22 
Demand Loans to Brokers 37,324,784.66 $279,742,966.86 
Loans, Discounts and Investments 330,735,908.04 
Banking Houses 14,860,241.47 
Customers’ Liability Account of Acceptances 29,708,199.91 
Accrued Interest Receivable and Other Assets .... 3,639,707.15 


Total $658,687,023.43 
LIABILITIES 
Capital $44,500,000.00 
Surplus and Profits 33,025,914.61 $77,525,914.61 


Reserves, including Interest, Taxes, Dividend, 
Unearned Discount, and Contingencies ........ 14,642,010.07 


Acceptances Executed for Customers 30,366,933.03 
Endorser on Acceptances and Foreign Bills Sold. . 8,055,122.44 
Agreements to Repurchase United States Govern- 

ment Securities 5,300,000.00 
Items in Transit with Foreign Branches and Other 

Liabilities 6,649,363.38 
Deposits 516,147,679.90 


Total $658,687,023.43 


V—E—E—EE——————— 


The figures of Old Colony Trust Company and The First National Old 
Colony Corporation, both of which are beneficially owned by the stock- 
holders of The First National Bank of Boston, are not included in the above 
statement. 





Risks of the Tellers’ Department 


The Functions of the Paying Teller and Precautions Necessary to 
Avoid Unnecessary Losses 


By BENJAMIN L. FISHBACH 


This is the third of a series of seven articles dealing with the risks involved in the operation 
of the tellers’ department of the commercial bank and showing how these risks may be mini- 
mized by proper methods and safeguards. 


NE of the prime functions of a 
() commercial bank teller is to cash 

checks. Checks may be cashed 
for depositors or non-depositors and may 
be drawn on the same bank or on other 
banks. Items drawn on the same bank 
are known as house checks, while items 
drawn on other banks are called outside 
checks. 

In the last analysis, checks are cashed 
purely as a matter of accommodation to 
the presenter. The teller’s responsibility 
is great, while the bank’s risk is very 
grave. Each item presented must be 
examined for irregularity. Furthermore, 
the financial responsibility and the iden- 
tification of the presenter must be estab- 
lished. Carelessness in cashing checks 
costs banks millions of dollars annually. 
Many precautions must be taken if this 
loss is to be reduced. 


LIMITING TELLERS’ AUTHORITY 


Depending upon the size of a bank, 
the teller should be limited in his author- 
ity to cash checks for a customer. If a 
check is drawn in excess of a certain 
designated amount and presented for 
encashment, it should first be approved 
by an officer. However, if the depositor 
Maintains a substantial account and is 
known to the teller, discretion should 

used in permitting a teller to cash 
house checks that the depositor may 
present without requiring him to go to 
an ofhcer of the bank to obtain his 
approval. In this way embarrassment 
can be avoided. After such a check is 
cashed, it should be presented to an 
ofhcer for ratification so that he may 
be familiar with the transaction. The 


teller should place his initials some- 
where on the check, inconspicuously, for 
future reference. Furthermore, if a 
new depositor presents a check for 
encashment and he has not been pre- 
viously introduced to the teller, he 
should be referred to an officer to obtain 
the officer's approval before the teller 
may cash the item. 

As a teller should be limited in his 
authority to cash house checks, so he 
should be limited in the case of checks 
drawn on other banks or branches. 
Some banks do not permit a teller to 
use his discretion at all in cashing out- 
side checks for a depositor but insist 
upon official approval. This ruling, 
however, may not be effective in many 
cases. The teller should be given some 
authority, whether it be to cash checks 
amounting to $25 or $1000, in propor- 
tion to the size of the bank and the 
demands made upon it. 

It must be remembered that when an 
outside check is cashed for a depositor, 
the transaction is done purely as an 
accommodation to him. The cashing of 
these checks should be based primarily 
upon his financial responsibility, in view 
of the fact that such checks may not be 
collected by the bank for a period of two 
days or more. As a rule banks make 
it a practice to hold the amount so 
cashed on the ledger against the cus- 
tomer’s credit balance for the number 
of days required for collection of the 
check cashed. This practice, however, 
while designed to enforce the principle 
of caution, does not meet the problem 
fully. If the customer is responsible and 
the bank wishes to extend him this 
accommodation, it has no right to attach 
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a string to it, for, from a practical stand- 
point, it would be treading on dangerous 
and uncertain ground. 

Should the depositor draw a check 
against his credit balance even if it be 
for the full amount, the bank has no 
legal right to dishonor the check simply 
because it may be withholding some 
part of the balance pending collection 
of an outside check previously cashed. 
The officer should, therefore, bear in 
mind that when an outside check is 
cashed, he is incurring the risk of having 
the account overdrawn should the check 
come back and the customer in the 
interim withdraw the greater portion of 
his account. On the other hand if, in 
spite of the customer’s right to draw 
on his account, the bank dishonors a 
check drawn for an account which is 
good on the ledger, because some part 
of that amount is arbitrarily held aside 
pending the collection of an outside 
check cashed for the customer’s account, 
his credit might be injured by reason of 
the dishonor, and he would have good 
cause of action against the bank. 

However, should that outside check, 
once cashed, later be returned to the 
bank, the bank would have a perfect 
right to charge the customer’s account 
for the amount involved, because a 
definite obligation would have been 
incurred. 

The manner in which the bank can 
minimize the risk is to require the de- 
positor (depending, of course, upon his 
account and the amount of the outside 
check presented for encashment) to de- 
posit that check and draw his own 
against the balance accredited to him. 


PRACTICE IN AUSTRALIA 


We may learn a signal lesson from 
Australia, where no end of caution is 
exercised in cashing checks. The Aus- 
tralian banks recognize the need of 
determining a customer's financial re- 
sponsibility far more keenly than we do. 
Depositors are trained to deposit outside 
checks, and not to cash them. After 
collection, the amount deposited is sub- 
ject to withdrawal. House checks may 


es, 


be cashed but the following is the 
procedure: 


“In Australia before a check is cashed it 
is necessary for the customer to go to a 
separate window for identification and verif- 
cation of the account, after which the check 
is certified. The payee then goes to the 
paying teller’s window where the check js 
paid without question.” ? 


SYMBOLS FOR OFFICIAL APPROVAL 


Bank officers should use some method 
of approving checks for payment. Any 
convenient set of symbols might be 
employed. The following may be sug: 
gested: 


Unc. O.K. and the officer’s initials— 
may be used to mean that the teller 
may pay the check against uncollected 
deposits. 


End. O. K. and the officer’s initials— 
may be used to mean that the endorse: 
ment is satisfactory to the officer. 


Irreg. O. K. and the officer's initials— 
may be used to mean that the particular 
check has been approved for some par’ 
ticular irregularity. This approval is 
sometimes given as a convenience to a 
depositor, who evidences the irregular- 
ity by his initial. 

If for any reason a check bearing 
such qualified approval should be turned 
down by the teller, as, for example, 
when there are insufficient funds to 
cover, the memorandum of approval on 
the face of the check should be crossed 
out, and the check returned to the 
person offering it for encashment. 

It sometimes happens that a person 
with dishonest intentions will succeed 
in having a small check approved by 
an officer and will forge such approval 
on a series of checks and then present 
them to the teller to be cashed. To 
obviate this risk, it is advisable in all 
cases to deliver the approved check to 
an office boy, who should then take the 
item to the teller to be cashed, and the 
funds should be turned over to the 
depositor. 

*Munn, Paying Teller’s Department, pp. 
49-50. 
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UNCOLLECTED AND SHORT CHECKS 


Before a deposit consisting of checks 
is collected, the teller should never cash 
a check drawn by the depositor against 
his balance in excess of the good and 
collected amount. When this rule is 
disregarded, the bank is likely to incur 
a loss if one of the deposited items is 
returned and an_ overdraft thereby 
created. The matter of paying against 
uncollected deposits should be left to 
the discretion of an officer, and the teller 
should heed only his written approval 
of such procedure. However, there is 
always danger of loss through a “kit- 
ing” transaction. Banks are constantly 
victimized by professional “kiters,” 
whose operations are facilitated by un- 
collected payments. The subject of 
“kiting” is discussed more fully later in 
this article. 

The question of paying checks drawn 
against insufficient funds now confronts 
us. Under no circumstances should the 
teller be permitted to make payment 


unless the depositor has sufficient funds 
to his credit to cover the check drawn. 
Oficial authorization to overdraw an 
account should be required and may 
be justified when the customer is finan- 


cially responsible or enjoys a credit 
arrangement with the bank. The teller 
should never cash a check before look- 
ing up the account on the ledger and 
holding the amount cashed unless he 
knows for a fact that the customer is 
good and has sufficient funds to cover. 
When a teller negligently overdraws an 
account, he may be held personally liable 
if the bank chooses to enforce its rights 
against him. Furthermore, in certain 
states it is held that an officer is civilly 
liable for allowing overdrafts except 
where the customer gives sufficient se- 
curity to cover them. However, an 
overdraft is deemed to be an irregular 
loan to the depositor, and courts have 
held that, “It constitutes an indebted- 
ness which may be sued for the same 
as an indebtedness on a note, or the 
bank may apply subsequent general 
deposits upon the overdraft.” 
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CRIMINAL LIABILITY 


It must be borne in mind that the 
issuance of a check which is not good 
with intent to defraud is against the 
law in some states in the Union. In 
New York State, section 1292a of the 
Penal Code defines this act as a felony. 
Some time ago the American Bankers 
Association drafted an act designed to 
protect the public against makers of 
checks without funds. 

The recommended act reads in part 
as follows:* 


“Any person who with intent to defraud 
shall make or draw or utter or deliver any 
check, draft or order for the payment of 
money upon any bank or other depository, 
knowing at the time of such making, draw- 
ing, uttering or delivering that the maker 
or drawer has not sufficient funds in or credit 
with such bank or other depository for the 
payment of such check, draft or order in 
full upon its presentation shall be guilty of 
a felony (or misdemeanor) and upon con- 
viction thereof shall be fined not more than 
five thousand dollars, or imprisoned not more 
than five years, or both. The making, draw- 
ing, uttering or delivering of a check, draft, 
or order, payment of which is refused for 
insufficiency of funds or lack of credit shall 
as against the drawer be prima facie evidence 
of knowledge of insufficiency of funds or lack 
of credit and of intent to defraud. The word 
‘credit’ as used herein shall be construed 
to mean an arrangement or understanding 
with the bank, or depository for the payment 
of such check, draft or order.” 


It is important for every bank official 
to have a knowledge of the “bad check 
law” operating in his state so that he 
may be in a position to answer from 
time to time numerous inquiries of de- 
positors defrauded in this manner. It 
is also advantageous in dealing with 
depositors who make it a practice to 
issue checks which are no good. Some- 
times, if told that this practice is con- 
sidered a crime, a depositor may see the 
advisability of discontinuing it and so 
improve his account and make it less 
troublesome for the bank to handle. 


“KITING”’ 


A customer drawing against an un- 
collected account may be a party to a 


*Paton, Paton’s Digest Vol. I, p. 201. 





Back for more/ 


With telephones as with any- 
thing else, the public will not 
double its use unless it is getting 
ample money’s worth. Long 
distance calls have nearly doubled 
in five years largely because the 
Bell System has steadily increased 
the value delivered — reducing 
rates, speeding up connections, 
improving transmission. 

The average time taken to put 
through a long distance call was 
cut from eight minutes to two. 
Progress like this was made only 


by incessant study to develop 
better apparatus and operating 
methods. 

This constant betterment is the 
direct concern of the telephone 
investor as well as the subscriber. 
It is an outward sign that funds, 
invested in plant each year by the 
Bell System, are well employed. 
It is an assurance that the System 
is ready for still greater oppor- 
tunities of service and growth. 

May we send you a copy of our 

booklet, “Some Financial Facts’? 


BELL TELEPHONE 


SECURITIES CO. Ine. 
195 Broadway, New York City 
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vicious “kiting” transaction. Such trans- 
action may be described as an exchange 
of checks without funds to cover in 
either case with the aim in view of 
persuading the banks to pay against 
uncollected funds. A “kite” may 
arranged with the aid of another person 
or by the same depositor, who uses two 
or three bank accounts for that purpose. 
“In this way he obtains cash to carry 
on his business, or to simply steal, as 
the case may be, and offset the same 
by a series of charges from one bank 
to another. This process has to keep 
moving. Sooner or later, however, this 
movement will stop... .”” 

To cite an instance where criminal 
liability might be shown when two 
people enter into a “kiting” transaction, 
we have on record the following case: 
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ping of payment. As for the bank's de- 
positor, he could allege that the check was 
good at the time and constituted sufficient 
credit to authorize his own checks and that 
the loss occurred by the subsequent stoppage 
of payment over which he had no control. 
If the bank could submit sufficient evidence 
of conspiracy to procure an indictment, no 
liability for false arrest would exist.” 


Mr. Paton goes on to state that .. . 
“The scheme is a clever one but not 
new, the only way to frustrate it is to 
refuse to pay against uncollected funds.” 
All banks should heed this advice, and 
every teller should be instructed along 
these lines. 


OTHER SCHEMES TO DEFRAUD 


Many subtle concoctions designed to 
defraud banking institutions are exe- 


“Should the depositor draw a check against his credit balance 
even if it be for the full amount, the bank has no legal right to 
dishonor the check simply because it may be withholding some part 


of the balance pending collection of an outside check previously 


‘ashed.”” 


“A customer of a Massachusetts bank de- 
posited therein a check on a New York 
bank for $425. The Massachusetts bank 
paid out checks drawn by its depositor to 
the drawer of the $425 check to the amount 
of $425. (This transaction was apparently 
an exchange of checks.) On the stopping 
of a payment of the $425 check the Massa- 
chusetts bank asks if either of the parties 
can be held criminally liable without danger 
of recourse to the bank for false arrest.” 


Thomas B. Paton, Jr., renders an 
opinion as follows: 


“If the drawer of the $425 check had the 
money in the bank at the time, his subse- 
quent stopping of payment would not make 
him liable. . . . It would have to be shown 
for a successful prosecution that the two 
Persons entered into a criminal conspiracy 
to defraud the bank. This might be difficult 
as against testimony that after the check was 
given a default on the part of the payee of 
the check occurred which justified the stop- 


M K. Fowler, The Cause and Prevention 
0} Bank Defalcations, p. 57. 


cuted daily. Professional crooks are 
constantly engaged in the task of 
perpetrating new artifices and actually 
succeed in mulcting millions of dollars 
from banks annually. If a teller’s de- 
partment is well organized and properly 
supervised, losses of this nature will be 
kept down to a minimum. 

Many instances could be cited to 
show how banks have been defrauded, 
but such citations would exceed the 
scope of this work. However, it would 
be well to point out a specific instance 
where a bank was defrauded by reason 
of house checks cashed for an individual 
who executed a well planned fraud but 
did not stop in time. In this instance 
the person called at the bank, deposited 
a number of checks, and received a 
duplicate deposit ticket, for he had no 
account and consequently no passbook. 
He continued this practice for several 
days until finally he presented a check 
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to be cashed, drawn by him on that 
bank for $200. The teller did not know 
the “customer” well and referred him to 
an officer, who approved the check to 
be cashed on the strength of duplicate 
deposit tickets submitted as evidence of 
the account. The teller paid the item 
without referring to the ledger to verify 
the account and hold the amount in- 
volved. Subsequently, some of the 
checks originally deposited were re- 
turned to the payee bank on account 
of forged endorsements of payees’ 
names. The general bookkeeper, who 
had control of deposits received but 
not allocated, started to investigate. It 
developed that this individual rifled 
the mails, extracted checks from enve- 
lopes, and deposited the stolen items in 
the bank. A few days later, he called 
again with another check to be cashed, 
and this time the officers and tellers of 
the bank were prepared for him. The 
thief was placed under arrest and in a 
short time made a full confession of his 
fraudulent acts. 


FORGERIES 


A bank is charged with the duty of 
knowing its customers’ signatures. If 
through oversight or mistake it pays a 
check bearing a forged signature, the 
bank cannot pass along to anyone else 
the liability but is solely responsible. 
Since it is part of a teller’s functions 
to cash checks, he must be familiar with 
the customers’ signatures. As a rule, 
one signature card for each account is 
placed in a file in the teller’s cage, and 
when in doubt he should refer to his 
file for verification. 

The maker must use due diligence in 
drawing a check so as not to invite 
forgeries. If he is negligent, the bank 
is released from liability. Safety paper 
is now employed for writing checks, 
and erasure or the use of ink eradicator 
will destroy the surface of the paper. 
Numerous artifices, however, are re- 
sorted to by crooks to obtain checks 
bearing the genuine signature of a de- 
positor and to ascertain his balance. 
With this material in hand the nefarious 
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work begins and the bank official wakes 
up some morning to find that his institu 
tion is faced with a staggering loss due 
to forgery. 

Inactive accounts particularly have to 
be watched because there is danger of 
collusion with dishonest employes. 


PROHIBITIVE COST OF INSURANCE 


Forgeries, in larger cities especially, 
have been so numerous that surety com- 
panies’ rates to banks have become pro- 
hibitive. If a claim is honored, in order 
to reinstate the insurance policy a fee 
sometimes exceeding 50 per cent. of the 
claim must be paid. Since such action 
is so costly, a bank must be especially 
careful not to honor a check that looks 
suspicious. The depositor should be 
called before payment is made. If there 
is the slightest doubt, nothing is lost by 
exercising ordinary caution and not pay- 
ing the check. 


EXTENT OF BANK’S RESPONSIBILITY 


As a rule a bank is respwnsible to a 
customer for the amount of a check it 


pays bearing a forged endorsement.’ 


However, it is the duty of the customer 
to examine checks within a reasonable 
length of time after they are returned 
to him and to inform the bank of any 
irregularity. Some courts hold that 
when a customer relegates that duty to 
an employe, even though that employe 
is dishonest and forges the checks or 
their endorsements, the customer is ab- 
solved. However, other courts have 
held that a depositor is charged with the 
knowledge of a subordinate’s irregu- 
larities. In the case of C. E. Erickson 
vs. Iowa National Bank, 230 N. W. 
Rep. 342, the Supreme Court of Iowa 
decided that it was a question of fact 
for the jury to determine whether the 
depositor exercised sufficient prudence 
in permitting a person employed by him, 
who drew checks for a payroll, which 
he padded with spurious items, to verify 


“Editorial,” The Banking Law Journal, 
October, 1930, p. 738. 
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the vouchers and statements returned 
by the bank. 

Another. point of interest is the case 
when a bank believes it is acting in 
good faith and pays a check to a per- 
son endorsing it who, the teller thinks, 
is authorized to do so, but in fact later 
develops to have been an impostor. 
Would the bank be liable? Such case 
is found under Moore vs. Moultrie 
Banking Co., 148 S. E. Rep. 311.° 

However, it is safe to cash checks for 
depositors’ clerks when those items are 
payable to “cash” or “bearer” provided 
the signature is genuine and the check is 
not altered. If a check is payable to 
some person, the bank must first deter- 
mine the genuineness of the payee’s en- 
dorsement before paying the item. 
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In order to stop payment of a check 
a bank should require the customer to 
call and sign an order on one of the 
forms, which should be worded in such 
manner as to give it a maximum of pro- 
tection. To be enforceable the order 
must be in the bank before the check is 
presented and paid. Telephonic orders 
should not be accepted, and they are not 
enforceable anyway, while telegraphic 
orders are. 

Upon receipt of the order the clerk 
charged with handling it should ascer- 
tain whether the check is in the bank 
and has been presented for payment. 
Notification forms should be filled out 
and given to bookkeepers, statement 
clerks, and tellers after an officer of the 
bank has approved the order for ac 


“A bank has a common law liability to stop payment on an 
instrument drawn by a depositor when his order to the bank is 
absolute and unqualified and the instrument is not certified. It is 
the bank’s prerogative, however, to terminate its relations with the 
depositor, if it does not wish to assume the liability in any particular 


case.” 


STOP PAYMENT ORDERS 


One of the risks of a teller’s depart- 
ment is that he may pay a check, pay- 
ment of which had previously been 
stopped. If this event happens, the 
manager should ascertain the circum- 
stances which impelled the customer to 
issue a stop payment order and endeavor 
to effect an adjustment between the 
parties. Quite often unfortunately 
when a stop payment order is over- 
looked, the bank sustains a loss. In 
this section it is proposed to discuss the 
mechanics of handling stop payment 
records with a view to minimizing the 
dangers of oversight and then to review 
the legal aspects of this work and sug- 
gest a means to provide absolute pro- 
tection to the bank when it fails to heed 
a stop payment order. 


— 


Banking Law Journal, August, 1929, 
7-8. 
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ceptance. The tellers should keep their 
notification slips on a rack, where they 
will be readily visible, while the book- 
keeper and statement clerks should place 
a large stop payment jacket upon the 
ledger and statement sheet respectively. 
The head teller should keep the original 
orders (each of whjch_ incidentally 
should bear the date and time of accep- 
tance) in alphabetical order and follow 
their disposition. When a check is 
stopped, the legend “Payment Stopped” 
should be stamped conspicuously across 
the face of the instrument several times. 


COMMON LAW LIABILITY 


A bank has a common law liability to 
stop payment on an instrument drawn 
by a depositor when his order to the 
bank is absolute and unqualified and the 
instrument is not certified. It is the 
bank’s prerogative, however, to termi- 
nate its relations with the depositor, if 
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it does not wish to assume the liability 
in any particular case. The liability to 
stop payment develops out of the debtor 
and creditor relationship of the bank 
and its depositor. 


EFFECT OF RESTRICTIVE AGREEMENT IN 
PASSBOOK 


However, when a customer wishes to 
stop payment of an instrument drawn 
by him, he must sign an agreement 
provided by the bank. Sometimes that 
form of agreement appears in, the pass- 
book among the rules of the. bank. This 
practice, however, is undesirable because 
it is not always possible to prove that 
the depositor took notice of it. Further- 
more, not only must his attention 
called to the rule designed to protect 
the bank, but he should also be required 

sign a specific agreement for each 
case. 


PERSON PRIMARILY AT FAULT? 


It must be borne in mind that a bank 
has a huge task in watching the numer- 
ous checks presented to it daily, and it 
is conceivable that through accident, 
inadvertence, or oversight, it may fail 
to heed a stop payment order. In most 
cases it is the fault of the depositor in 
issuing carelessly a check on which he 
later wants payment stopped. If he 
exercised ordinary business precaution, 
the check would not have been issued 
if the deal were not consummated satis- 
factorily. Why then should a bank be 
bound unreasonably to an unequivocal 
order, which primarily came from the 
depositor’s carelessness? 


RECENT DECISIONS 


In most states decisions on stop pay- 
ment orders have invariably been con- 
trary to the interests of the bank on the 
ground that to restrict such an order is 
against public policy and that the bank 
cannot invoke its own rule to cover up 
its’ negligence. Fortunately, however, 
decisions restricting a bank's liability 
have been favorably passed in New 
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York, Massachusetts and Pennsylvania. 
These decisions have far-reaching im- 
portance. 

In the case of Gaita vs. Windsor 
Bank, N. Y., 167 N. E. Rep. 203,° the 
(plaintiff) customer signed a stop pay- 
ment order containing the following 
clause: 


“Please stop payment on check Number 
220 for $500 dated July 1 drawn by me to 
the order of Philip Bernstein, atty., for E. 
Schneider & Son Garage Corp. and I hereby 
agree to indemnify the Windsor Bank against 
any loss resulting from non-payment of said 
check. Should you pay this check through 
inadvertency, or oversight, it is expressly 
understood that you will in no way be held 
responsible.” 


Subsequently through oversight the 
check was paid, and the court held: 


“Undoubtedly the drawer of a check 
which has not been certified has a legal 
right to stop payment thereof by giving a 
seasonable stop payment notice to the bank 
upon which it is drawn. The com- 
mon law liability of a bank in regard to a 
specific transaction may be limited provided 
the limitation has the assent of the deposi- 
tor. In such a situation the clearly expressed 
intention of the parties will prevail and the 
rule of ‘freedom of contract’ will be en- 
forced. . . The notice served on the 
bank by the plaintiff is clear and unambigu- 
ous. There can be no mistake in regard 
to its meaning. The plaintiff, in effect, 
notified the bank that he had given a check 
which was valid, but that he had changed 
his mind and did not want the check paid. 
He said, however, in effect ‘If you (the 
bank) do pay it through inadvertence, I 
will not hold you responsible. He had a 
legal right to serve such a notice qualifying 
the bank's common law liability and, when 
the bank paid the check. after receipt of 
such notice, it did not become legally liable 
to the drawer in the absence of evidence of 
wilful disregard of the notice. 

“If a drawer desired to hold a bank to 
its common law liability and impose upon 
it the absolute duty of stopping payment of 
a check, the notice served on the bank should 
be positive and unqualified. 

“On the other hand if a drawer serves a 
qualified or limited notice like the one in 
question, the obligation of the bank is there- 
by limited, and it will not be liable to the 
drawer if the check is inadvertently paid.” 


“Bank Protection in Payment of Stopped 
Checks,” The Banking Law Journal, October, 
1929, pp. 751-2. 
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However, in another case, Elder vs. 
Franklin National Bank, 55 N. Y. Supp. 
576, the court held that under the pro- 
vision indicated immediately hereafter 
the bank was not protected. The pro 
vision which appeared in the passbook 
read: 


“That the bank shall not be responsible 
for the execution of an order to stop pay- 
ment of a check previously drawn, that the 
bank will endeavor to execute such order, 
but that no liability shall be created by a 
failure to do so, and that no rule, usage or 
custom shall be construed to create such 
liability.” 


This statement is not unconditional 
since the bank agrees to “endeavor to 
execute” the order. Consequently its 
failure to do so would make it liable, 
and in the above mentioned case the 
court so ruled. 

The Massachusetts decision referred 
to previously is embodied in the case of 
Tremont Trust Company vs. Burack, 
235 Mass. 398, 126 N. E. Rep. 782. 
This case will presently be discussed in 
brief because it shows that a bank may 


seek protection by using a proper stop 


payment form. In this case the stop 
payment order read in part as follows: 


“The Tremont Trust Company, Boston, 
Mass., will please stop payment of the above 
described check. The undersigned agrees 
to hold the Tremont Trust Company harm- 
less for said amount and for all expenses and 
costs incurred by it on account of refusing 
payment of said check and further agrees 
not to hold the Tremont Trust Company 
liable on account of the payment contrary 
to this request if same occurs through inad- 
vertence or accident.” 
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On the back of the order the follow. 
ing appeared: 


“The Tremont Trust Company ‘eceives 
this request with the understanding and 
upon the express condition that it will use 
the best methods known to it to prevent 
oversight, or accident, but it shall not be in 
any way liable for its acts should said check 
he paid by it in the course of its business,” 


The court in absolving the defendant 
from responsibility said: 


“ 


._. + We are unable to see anything 
illegal, or anything opposed to public policy, 
in a stipulation or agreement which relieves 
a bank so circumstanced from the results of 
the mere inattention, carelessness, over: 
sightedness, or mistakes of its employes.” 


The Pennsylvania decision is not dis- 
similar to these. The case is fully re- 
ported under Cohen vs. State Bank of 
Philadelphia, 69 Pa. Super. Ct. 40. Here 
the customer signed an agreement pro- 
viding that he requests a certain check 
stopped as an act of courtesy and re- 
leases the bank from any liability in the 
event that the check is paid in error and 
also in the event that any check be re- 
turned insufficient by reason of pay’ 
ment of the check ordered stopped. 

From the cases reported above can be 
drafted a form which would give the 
bank a maximum of protection in the 
matter of stop payment orders. While 
such protection should be provided 
merely for the sake of prudent banking, 
its mere existence should be neither 
reason nor excuse for a teller to handle 
this branch of his work carelessly. 
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EFFECT OF BORROWER'S IN- 
SOLVENCY ON RIGHT TO 
SELL COLLATERAL 


In the Matter of Patrick Henry and 
Richard Arnold, Trading as Henry 
and Kirkbride, Bankrupts 


HERE a person makes a loan 
\X/ on collateral security and the 

borrower becomes bankrupt the 
lender must apply to the bankruptcy 
court for permission to sell the collat- 
eral. He cannot go ahead and sell it in 
accordance with the terms of the agree- 
ment between himself and the borrower 
without first securing the court’s per- 
mission. 


OPINION OF THE COURT 


DICKINSON, J.—The discussion in 
this cause has taken a wide range. It 
is in truth limited to a very narrow 
question. The bankrupt was the owner 
of so called investment securities which 
he had pledged to different banks for 
loans. The pledge was accompanied 
with the usual form of collateral note. 
This gives the pledgee in effect the 
power to sell the pledge at will; to apply 
the proceeds to the re-payment of the 
loan, and to turn over to the pledgor 
the surplus, if any. The order of the 
Referee restrains the pledgees from ex- 
ercising the power to dispose of what is 
termed the collateral. Otherwise there 
had been no interference with the rights 
of the pledgees. There is in consequence 
no need for the arguments addressed to 
us in support of the lawfulness of the 
pledge; the right of the pledgees to hold 
the pledge for the debt due or their 
right to the proceeds of any sale. The 
whole question is whether after the 


assets of the debtor have passed into 
the custody and control of the Bank- 
ruptcy Court any one will be permitted 
without the consent of the Bankruptcy 
Court to interfere with such custody by 
a sale of the assets or otherwise. 

We are not impressed with the objec- 
tion to the exclusive control of the 
Bankruptcy Court on the ground that 
the control given to the pledgee was 
given by contract and hence any inter- 
ference with it by the Bankruptcy 
Courts impairs the obligation of a con- 
tract. If a Bankruptcy Court has no 
lawful power to do anything which im- 
pairs the obligation of contracts, there 
is very little left which a Bankruptcy 
Court can do. We have nothing to do 
with the doctrine of the inviolability of 
contracts. The whole question is em- 
braced in these fact situation proposi- 
tions. The loan for which the pledge 
was given must be paid; it cannot be 
paid without a sale of the pledge. The 
sole question is whether the Bankruptcy 
Court has exclusive jurisdiction to make 
the sale or whether in defiance of the 
Bankruptcy Court whether some other 
Court or the pledgee himself can sell. 
It is admitted that the case of Isaacs, 
Trustee, vs. Hobbs Tie & Timber Com- 
pany, 282 U. S. 734, rules that another 
Court cannot decree the sale of assets 
in the possession and under the control 
of the Bankruptcy Court without the 
leave of the latter Court. 

The ruling in the cited case can be 
readily understood. Its propositions are 
very clearly stated. The only differences 
of opinion are over the implications and 
whether the doctrine of that case ex- 
tends to another case in which the fact 
situation is different. The cited case 
was one of a pledge of land for the pay- 
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ment of a loan with the right to sell the 
land pledged through the processes of 
a Court. After the land had become 
Bankruptcy assets the cited case rules 
that it could not without the leave of 
the Bankruptcy Court be sold by an- 
other Court under the pledge. 

In the instant case, there is a like 
pledge, not of land but of personal 
property, and the pledgee has the right 
to sell not merely through the processes 
of a Court but to sell himself without 
recourse to any court. 

In the cited case it was ruled that the 
pledgee could not sell the pledged land 
through an execution but that it could 
be sold only by the Bankruptcy Court 
(or by its leave). Should a like ruling 
be made in the instant case? The learned 
Referee thought that under the cited 
case it should and so ordered. This is 
the order under review. 

We are in full accord with the prop- 
osition that the possession of the pledge 
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cannot be disturbed by any summary 
action of the Bankruptcy Court bur 
the right of the pledgee is open to at- 
tack only by plenary suit. This, how- 
ever, is not the question before us, 
The question is the quite different one 
of the right of the pledgee to take the 
assets of the Bankruptcy estate out of 
the control of the Bankruptcy Court 
by selling them. The power to stop 
such sales is exercised daily by Bank- 
ruptcy Courts. Mortgagees to whom 
seized lands have been conveyed are so 
restrained; likewise judgment creditors 
who have taken lands in execution; in 
like manner landlords who have dis 
trained property for rent; plaintiffs in 
attachment in execution proceedings are 
also so restrained. No such pledgees 
are permitted to enforce their pledges 
by sale. Is the pledgee under so called 
collateral loans an exception to the gen- 
eral rule? The only theory, so far as 
we can discover, on which his case can 
be differentiated from that of other 
pledgees is that the collateral holder is 
not a pledgee in the lien holder sense 
but is an owner. As he is such owner, 
the thing pledged is his and forms no 
part of the Bankruptcy assets or at the 
most the Bankruptcy Court does not 
have possession but only the right to 
possession which can be reduced to 
actual possession only by a plenary suit. 
This theory is provocative of a discus- 
sion which has no end. The property 
here is theoretically of the type known 
as choses in action. The pledgee of 
bonds or of stocks holds possession of 
nothing except the evidence of a debt 
due the pledgor or of his right to share 
in the assets of a corporation. A mort: 
gagee is in form not a pledgee but the 
owner of the land described in his mort 
gage subject to a defeasance. All which 
is left to the mortgagor owner is a right 
of redemption. None the less the now 
accepted view is that the mortgagee is 
a pledgee or lien holder. The ordinary 
forms of corporate bonds and certificates 
of stock, it is true, have come to be re- 
garded not as evidences of debt or of a 
share in corporate assets but as in them- 
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selves property. Pledgees of bonds or 
stocks are none the less pledgees with a 
right of lien. This is the only real right 
they have. We see no difference in this 
respect between them and the pledgees 
of land. We are not unmindful of the 
difference between the possession of a 
power and the propriety of its exercise. 
A Bankruptcy Court is as much bound 
to have regard to the rights of pledgee 
creditors as of any other creditors and 
not to forget that the latter may have 
priority of right. A pledgee, because of 
this, should always be at liberty to ap- 
ply to the Court for leave to enforce 
his pledge. 

As indicated we think the order of 
the Referee should be confirmed but that 
it should be modified by the allowance 
of leave to any pledgee of the invest- 
ments of the bankrupt to apply for leave 
to enforce the pledge by sale or other- 
wise. It can then be determined in each 
instance whether the pledgee should be 
permitted to sell or have terms imposed. 
Doubtless the learned Referee thought 


the pledgee would have this right any- 
how, and hence did not’ incorporate it 


in the order entered. It would, how- 
ever, be well to make it clear that the 
pledgees are not concluded by the order. 


An appropriate order may be sub- 
mitted 


HOLDER OF DRAFT NOT 
ENTITLED TO PREFER- 
ENTIAL PAYMENT 


City of Miami v. First National Bank 
of St. Petersburg, United States 
District Court (S. D. Florida), 
50 Fed. Rep. (2d) 267 


Where a national bank receives a 
check drawn upon it and remits by 
drawing its draft on a- correspondent, 
payment of which is refused because of 
the failure of the national bank, the 
holder of the draft is not entitled to 
preferential payment. The reason is that 
the assets in the hands of the receiver 
are not increased by the transaction. 


In Equity. Separate suits by the 
City of Miami against the First Na- 


tional Bank of St. Petersburg and an- 
other, and by the Seaboard Air Line 
Railway Company against N. M. Dud- 
ley, receiver of the Polk County Na- 
tional Bank in Bartow, and others. 


OPINION OF THE COURT 


ACKERMAN, D. J.—Each of the 
above cases is a bill to establish a prefer- 
ence in the distribution of the assets of 
an insolvent national bank, and in each 
case. a check was drawn on the closed 
bank by a depositor in said bank in 
favor of the complainant, which check 
was transmitted through collecting 
banks in the ordinary course of business, 
and reached the payee (drawee) bank 
prior to the closing thereof, and was 
charged to the account of the drawer of 
the check, and a remittance attempted 
by the drawing of a check by the payee 
bank on its correspondent, the payment 
of which check was refused by the cor- 
respondent, for the reason that the 
payee bank had been closed by order of 
the comptroller prior to the presenta’ 
tion of such check. 

A state of facts is thus presented 
which is identical with the facts pre- 
sented in the case of Edwards v. Lewis, 
98 Fla. 956, 124 So. page 746, and, if 
this court is controlled by the decisions 
of the Supreme Court of this state, the 
bills present cases where a preferential 
claim must be decreed, but these are na- 
tional banks, and in the opinion of the 
court in a case for the winding up of 
the affairs of a national bank I am 
bound by the decisions of the federal 
courts and not by the decisions of the 
Supreme Court of this state, and an un- 
broken line of authorities in the federal 
court hold that such a claim is not en- 
titled to preferential payment, for the 
reason that the assets in the insolvent 
bank, which went into the hands of the 
receiver appointed by the comptroller, 
are not augmented by such a transaction. 
Larabee Flour Mills v. First National 
Bank (C. C. A, 8th Circuit) 13 F. 
(2d) 330, certiorari denied by U. S. 
Supreme Court, 273 U. S. 727, 47 S. 
Ct. 238, 71 L. Ed. 861; Rorebeck v. 
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Benedict Flour & Feed Co. (C. C. A, 
8th Circuit) 26 F. (2d) 440; Ellerbe v. 
Studebaker Corporation (C. C. A., 4th 
Circuit) 21 F. (2d) 993; Burnes Na- 
tional Bank v. Spurway (D. C.) 28 F. 
(2d) 40; Farmers’ National Bank v. 
Pribble (C. C. A.) 15 F. (2d) 175. 

My individual opinion is that the view 
expressed by the Supreme Court of 
Florida in the case of Edwards v. Lewis 
is the better rule, and I am very much 
impressed by the reasoning of District 
Judge Farris in the case of Larabee 
Flour Mills v. First National Bank, but, 
as the majority opinion in that case was 
in effect afirmed by the Supreme Court 
of the United States by a denial of writ 
of certiorari, 273 U. S. page 727, 47 S. 
Ct. 238, 71 L. Ed. 861, I feel that I am 
bound by the decisions of the federal 
court, and must regretfully rule in ac- 
cordance therewith. 

It does not follow, however, that the 
bills must be disimssed, for in the com- 
panion case to the Larabee Flour Mills 
Case, which was decided by the Circuit 
Court of Appeals of the Eighth Circuit, 
in the same opinion the court below was 
reversed for dismissing the suit, with 
the statement that the claim should have 
been allowed as a general claim without 
a preference. 

Orders may be taken in each of these 
cases in accordance with the foregoing 
opinion. 


EFFECT OF WORDS “WITHOUT 
OFFSET” 


In re Liquidation of Bamberg Banking 
Co., Supreme Court of South 
Carolina, 159 S. E. Rep. 492 


Where a note is payable “without off- 
set” these words have no effect as be- 
tween the maker and the payee. If the 
payee happens to be a bank, the maker 
and indorser will be permitted, upon the 
failure of the bank, notwithstanding the 
presence of the quoted words, to set off 
the indorser’s deposit against a liability 
On the note. 

These words were in common use in 
prom ssory notes at one time and were 
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apparently inserted for the purpose of 
giving currency on negotiability of the 
instrument in which it appeared. The 
maker could not later attempt to set up 
a defense against some subsequent in- 
dorser. 


In the matter of the liquidation of the 
affairs of the Bamberg Banking Com- 
pany, insolvent. Petition by A. H. 
Rice and Mrs. M. K. Rice, administra- 
trix of the estate of A. Rice, deceased, 
praying for an order directing the re- 
ceiver, the South Carolina Savings Bank, 
to allow a certain offset. From an order 
of the common pleas court sustaining the 
receiver in refusing to allow the offset, 
the petitioners appeal. 

Order reversed, and cause remanded 
with directions. 


OPINION OF THE COURT 
HODGES, A. A. J.—The Bamberg 


Banking Company was declared insol- 
vent, and the South Carolina Savings 
Bank appointed receiver on February 7, 
1931, to liquidate its affairs. 

At some time prior to the closing of 
the bank, A. H. Rice executed and de- 
livered to said bank, two promissory 
notes in the total sum of $2072.41, pay- 
able January 15, 1931. Both notes 
were indorsed by A. Rice and contained 
the following provision: “I promise to 
pay to the order of Bamberg Banking 
Company, Bamberg, South Carolina, 
without offset.” The indorser had on 
deposit in said bank a checking account 
in excess of the amount due on these 
notes and he personally was not in- 
debted to the bank in any amount. It 
was admitted that the maker of the 
notes was insolvent, or at least that he 
was unable to pay the notes, and that 
the bank or the receiver would have to 
look to the indorser, A. Rice, or his 
estate for the payment. Some time 
after the bank closed, A. Rice died and 
his administratrix and the maker of the 
notes, A. H. Rice, asked the receiver to 
allow a setoff. The receiver declined 
their request on the ground that the 
parties had agreed to pay the notes 
without offset, whereupon a petition was 
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fled in the main cause praying for an 
order directing the receiver to allow the 
ofset. The receiver filed a return to 
the petition admitting the material facts 
of the petition, but denied that the peti- 
tioners were entitled to the offset. 

The matter came on for a hearing 
before Honorable Thos. M. Boulware, 
Special Presiding Judge at Chambers, 
and he filed an order dated April 14, 
1931, sustaining the receiver’s position, 
and this appeal challenges the correct- 
ness of that order. 

The appellant has very concisely 
stated the question involved as follows: 
“Do the words ‘without off-set’ used in 
a negotiable note prevent the maker or 
endorser from setting off their deposits 
against the amount due on the note 
when the original payee bank is the 
owner and holder of the note and is in- 
solvent.” 

It is now well established in this state 
that where a bank is insolvent and a 
depositor is indebted to the insolvent 
bank he is entitled to offset his deposit 
against his indebtedness. ‘It is unneces- 
sary to cite authorities to sustain this 
proposition. It appears well established 
in other jurisdictions that this right of 
setoff extends to the indorser or surety, 
where the maker is insolvent or is un- 
able to pay the debt himself. Counsel 
on both sides in this case very properly 
concede this to be the general rule, but 
counsel for the respondent (receiver) 
contends that “this right of a depositor, 
however, may be contracted away, or 
the depositor may waive the right to the 
off-set,” and that the maker and the 
indorser, by inserting the words “‘with- 
out off-set” in the notes in question, 
have waived the right of offset. 

The question presented has appar- 
ently not been adjudicated by our own 
courts. At any rate, no case deciding 
the question has been cited, or called to 
our attention, and as far as our inves- 
tigation has gone there appears to be an 
absence of any direct adjudication of the 
matter. Consequently, we shall have to 
resort to text-writers and courts of other 
Jurisictions for light on the subject. 
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The words in notes “without off-set” 
and “without defalcation” appear to 
have been used in certain states at some 
time in the past for the purpose of mak- 
ing them negotiable “in the sense of 
cutting off defenses between the original 
parties, as against a holder in due 
course.” Brannan’s Negotiable Instru- 
ment Law (4th Ed.) pp. 65, 66. 

In Bigelow on Bills, Notes and Checks 
(3d Ed. Lile), a recognized authority on 
the law of negotiable instruments, in 
discussing this interesting question, sec- 
tion 55la says: “The precise meaning 
of the phrases ‘without offset’ or “with- 
out defalcation, frequently used in 
negotiable notes, either separately or in 
combination, is not entirely clear. By 
the better view they are not to be con- 
strued literally as waiving defenses be- 
tween the parties, or binding the maker 
to pay at all events even to holders with 
notice or without value; but rather as 
an antiquated method of emphasizing 
the intention of the maker that the in- 
strument shall be negotiable. They ap- 
pear to have been introduced originally 
to meet certain statutory provisions in 
several of the states with reference to 
the negotiability of promissory notes 
The history of the phrases warrants the 
conclusion that standing alone, and in 
the present state of the law of negotiable 
paper, they are of no special legal signifi- 
cance.” 

“The words ‘without defalcation’ in 
a negotiable bill or note are now mere 
surplusage and without meaning under 
the Negotiable Instrument Law, and 
hence do not constitute a waiver of 
rights of set-off or counterclaim.” 
Brannan N. I. L., page 55. The case 
of First National Bank of Rocky Ford 
v. Lewis, 57 Colo. 125, 139 P. 1102, 
1103, is cited to sustain the text. 

The court, in the case of First Na- 
tional Bank of Rocky Ford v. Lewis, 
supra, which was a case where the 
words “without defalcation” were in- 
serted in the note, in discussing the 
effect of those words says: “The plain- 
tiff's remaining contention, that because 
of the presence in the note of the ex- 
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pression “without defalcation’ all rights 
of set-off are waived, cannot be upheld, 
as these words are nothing more than a 
relic of pronounced antiquity in the law, 
a mere remnant of common law forms, 
and wholly without meaning in the light 
of modern usage, under the practically 
uniform provisions of the negotiable in- 
strument law now in force in this and 
many other states. A negotiable promis- 
sory note is defined by that law to be 
an unconditional promise or order in 
writing and signed by the maker or 
drawer, to pay a certain sum of money 
to order or bearer on demand or at a 
fixed or determinable future time. While 
the words ‘without defalcation’ may 
have had a use and meaning in the 
negotiation of written instruments in 
some distant past, they are now no 
more than mere surplusage. Our ne- 
gotiable instrument act stamps an in- 
strument negotiable or non-negotiable 
according as it conforms or fails to con- 
form to the requirements of that act. It 
must be a written instrument which pro- 


vides for the unconditional payment of 
a fixed sum on demand or at a fixed or 


determinable future time. The words 
‘without defalcation’ add nothing what- 
ever to the force and effect of such an 
instrument, either before or after matur- 
ity.” 

Again in the case of Harmanson v. 
Bain, 1 Hughes, 391, 11 Fed. Cas. 539, 
No. 6073, which was a Federal District 
Court opinion, the court held that the 
words “without offset” in a note had no 
force and effect as between the maker 
and the payee, and this case appears to 
be clearly in point here. The court, 
discussing the question, among other 
things says: “But it could not have been 
legally intended by either of the two 
parties, that in the event of a liquidation 
in court of the affairs of the society the 
defendant should not have the right to 
set off, against the note he owed pay- 
able in greenbacks, his own claim against 
the society at its just valuation. . . . 
As to the words ‘without offset’ used 
in the body of the negotiable note, they 
are to be read as if they were ‘without 
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offset as against a holder by indorse- 
ment.’ Their sole purpose and effect is 
to give negotiability and credit to the 
paper. They are not treated by the 
courts as having any effect between the 
maker and the original payee of the 
paper.” 

There are a few other cases to the 
same effect, but we think it is unneces- 
sary to prolong this opinion by citing or 
discussing them. 

The learned special circuit judge ap- 
pears to have relied mainly upon the 
case of Lutz v. Williams, 79 W. Va. 
609, 91 S. E. 460, L. R. A. 1918A, 76, 
and we have no fault to find with the 
principle decided in that case. The 
authorities are practically agreed upon 
the rule of law declared in that case in 
substance that a bank which accepts a 
deposit of money made by a depositor 
for a special purpose, under an agree- 
ment that it will pay the amount when 
needed for that purpose, cannot rightly 
appropriate such deposit to discharge the 
depositor’s indebtedness to it. Our own 
case of Simmons v. Bank, 41 S. C. page 
190, 19 S. E. 502, 44 Am. St. Rep. 700, 
recognizes this doctrine. 

We do not think the case relied upon 
by respondent is controlling here. In 
that case the deposit in the bank was 
for a special purpose, and the bank, by 
accepting the deposit expressly or im- 
pliedly, bound itself not to apply it to 
the indebtedness of the depositor. It 
was an enforceable agreement between 
the depositor and the bank, and conse- 
quently the bank, under its agreement, 
was legally bound to respect its contract 
with the depositor and it could not dis- 
regard the same without the consent of 
the depositor. In this case, as we have 
seen, there is no agreement between the 
maker of the note and the bank, which 
has any force and effect as between the 
parties to the instrument, under the de- 
cided weight of authority. The effect 
of the contract in this case is just the 
same as if the words “without off-set” 
were not present. 

The learned counsel for respondent 
has contended in his argument that it is 
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not the duty of the court to make con- 
tracts for people, but to enforce them 
as they are written. We are not un- 
mindful of this well-established prin- 
ciple, but there is another well-known 
rule of law which should not be over- 
looked, and that is, it is the duty of the 
courts to construe contracts and ascer- 
tain their meaning and give full force 
and effect to the intention of the par- 
ties, if it can reasonably be done. But 
in this case the words “without off-set” 
in these notes cannot be given any legal 
effect under the decisions of the courts 
in other states. In the absence of any 
authority in this state, we think that we 
should respect and follow these cases, 
when they appear to be supported by 
both reason and authority. 

The order appealed from is reversed, 
and the.case is remanded with directions 
to allow the offset claimed by the peti- 
tioner. 


IMPROPER EXECUTION OF WILL 
BY BANK NOTARY 


Estate of Richard Flynn, Surrogate’s 
Court of New York County, 
July 18, 1931 


Under the New York statutes (§ 21 
of the Decedent Estate Law) a will to 
be valid must be signed by the witnesses 
“at the request of the testator.” A 
failure to observe this provision rendered 
void the will involved in this decision. 

The notary who took charge of the 
execution of the will here involved ig- 
nored the statute entirely. He could 
not recall this particular will but he 
testified that it was his practice to have 
a testator sign the will, signing himself 
as notary, and then take it to two of 
the tellers in their cages and have them 
sign it as witnesses. He had done this, 
he testified, in hundreds of cases. The 
two tellers who witnessed the will were 
also unable to recall the incident but 
testified that whenever they acted as 
Witnesses to wills, they signed within 
their respective teller’s cages, without 
ever seeing the testator. Under the 
circumstances there was nothing for the 


Surrogate to do but to refuse to admit 
the will to probate. 


OPINION OF THE COURT 


This probate proceeding presents one 
more instance of (1) a notary public 
who was also a (2) bank employe act- 
ing in effect as a lawyer in connection 
with the attempted execution of a will. 
This practice cannot be too strongly 
condemned, not only for the reason that 
it means an invasion of the legal profes- 
sion, but for the fact that testators 
thereby run the risk of frustrating their 
own solemnly declared intentions and 
rendering worthless maturely considered 
plans for the disposition of estates whose 
creation may have been the fruit of 
lives of industry and self-denial. In 
the instant case, aside from the fact 
that the instrument was signed by the 
testator and bears the signature of two 
attesting witnesses, the statute was en- 
tirely disregarded. Matthew McManus, 
whose name is signed beneath a jurat 
immediately above the clause appoint- 
ing the executor, testified that he was 
employed in the bank when the execu- 
tion of the propounded paper took 
place. He partook as a notary public in 
the execution of a number of wills for 
various persons, some of whom he knew 
to be depositors in the bank. He does 
not recall the testator or the facts sur- 
rounding the execution of this particular 
instrument, but he testified that when 
called upon in such cases he would 
make sure that the paper was not al- 
ready signed by the testator and would 
then give him a pen and direct him to 
sign. He would thereupon notarize the 
paper, meaning thereby, presumably, 
that he would write out a jurat, swear 
the testator and sign his name as a 
notary public. His custom then was to 
bring the paper inside to the cages of 
two tellers and procure their signatures 
thereto, whereupon he would return the 
paper to the testator. The witness testi- 
fied that he was certain that this pro- 
cedure was observed in the execution of 
the propounded paper. The following 
excerpt from his testimony is eloquent: 
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“Q. I show you this paper and ask you 
if this is any different from others that 
you signed? A. This is pretty crude. 
Most of them I have signed are drawn 
up a little more legibly. I just give it to 
him and ask him to sign wherever it 1s 
designated, and he would give it back 
to me, and if there were witnesses re- 
quired I would take the paper, notarize 
it myself and bring it to two of the 
other tellers in my bank and ask them 
to sign it on my say-so, and then ask 
them to witness it I have done that 
hundreds of times. Q. Was it your 
custom to bring the testator along with 
you, or did you have it signed right 
then, or after he had departed? A. 
While he was waiting; I had to give 
this back to him. Q. He was not brought 
into contact with the witness? A. No. 
That’s physically impossible.” The at- 
testing witnesses corroborated the notary 
to the extent that they frequently signed 
papers in the bank at the request of 
Matthew McManus, and that whenever 
they acted as witnesses to wills they 
signed their names within their respec- 
tive tellers’ cages, without ever having 
seen the testator in question. Like the 
witness McManus, they, too, have com- 
pletely forgotten the occurrence. One 
of the witnesses, it is true, admitted 
upon being pressed on the point, that 
he could not say that he did not see the 
testator, or that the testator did not 
personally publish the instrument to him 
nor request him to sign. But this ad- 
mission is traceable to the fact that he 
has compietely forgotten the occurrence. 
But attesting witnesses are certain, on 
the other hand, that they signed numer- 
ous instruments, and that they signed 
within their tcliers’ cages at the request 
of the notary and without ever having 
seen the testator. The fact that the 
language of the propounded paper ex- 
presses deep solicitude and touching 
paternal affection on the part of the 
testator for his four sons furnishes no 
justification for overlooking his utter 
failure to comply with the requirements 
of the statute. The incident, however, 
furnishes an example of the futility of 


avoiding the benefit of competent legal 
advice in connection with the disposi- 
tion of one’s estate. I am satisfied that 
there was not a substantial compliance 
with the requirements of the statute in 
the execution of the propounded paper, 
and probate must therefore be denied, 
Submit decree accordingly. 


LOSS OF SECURITIES COVERED 
BY INSURANCE POLICY 


Hanson v. National Surety Co., New 
York Court of Appeals, 
July 15, 1931 


When a broker delivers securities to 
a prospective customer and the latter 
absconds without paying for them the 
act constitutes larceny within the mean- 
ing of a policy of indemnity insurance 
and the loss is covered by the policy. 

The facts showed that the defendant 
company issued to the plaintiffs a policy 
insuring them against loss of property 
outside of their office “through larceny, 
whether common law or statutory, em- 
bezzlement, robbery, holdup or theft by 
any person whomsoever while the prop- 
erty is in transit in the cus 
tody of any of the insured’s partners or 
any of the employes or any messenger 
temporarily employed, or through negli- 
gence on the part of any such employe 
or messenger having custody of the 
property while in transit as aforesaid: 
such transit risk to begin immediately 
upon receipt of such property by the 
transporting employe or employes or 
partner or messenger temporarily em- 
ployed and to end immediately upon 
delivery thereof at destination.” 

Baran & Co. agreed to purchase stock 
of the value of $19,300 from the plain- 
tiffs. The plaintiffs sent the stock to 
the purchaser by messenger, who de- 
livered the stock and took a receipt for 
it, reserving title in the plaintiffs until 
payment should be made. Baran & Co., 
however, abandoned its office and ab- 
sconded with the securities. 

It was held that the loss was due to 
larceny, that it occurred while the 
securities were in transit and before the 
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transit risk was terminated by “delivery 
thereof at destination” and that the loss 
was, consequently, protected by the 
bond. 


OPINION OF THE COURT (IN PART) 


In Underwood v. Globe Indemnity 
Co. (245 N. Y. 111) this court sus- 
tained a right of action under a similar, 
though not identical, bond of indemnity 
where a messenger, authorized to deliver 
securities upon recept of a certified 
check, was induced by trick and device 
to deliver possession upon the receipt of 
a worthless piece of paper which was 
fraudulently given the appearance of a 
certified check. There the messenger 
was tricked into making a delivery not 
authorized by his principal. Here the 
messenger delivered the securities at 
their destination in accordance with the 
instructions of the principal. There- 
fore, it is said, the transit risk was ter- 
minated by delivery of the securities at 
destination and the loss is excluded from 
the protection of the indemnity bond. 


The problem presented here is not 
whether the transit of the securities was 
terminated by delivery at destination, 
but whether the transit risk was ter- 
minated before the larceny was com- 
plete. Even at common law, “if a party 
fraudulently obtains possession of goods 
from the owner with intent at the time 
to convert them to his own use, and the 
owner does not part with the title, the 
offense is larceny” (Commonwealth v. 
Lannon, 153 Mass. 287; see People v. 
Noblett, 244 N. Y. 355). The original 
wrongful intent may be inferred from 
subsequent conduct (Commonwealth v. 
Rubin, 165 Mass. 453). Here we must 
assume that both before and at the time 
when the pretended purchaser obtained 
possession of the securities he had the 
fraudulent intent to convert them. Pur- 
chase and promise to pay and written 
receipt with reservation of title to the 
securities were all parts of a fraudulent 
device to obtain possession of the se- 
curities. The securities, while in the 
custody of the messenger, were in the 
possession of the plaintiffs, Possession 
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was obtained from the plaintiffs by 
larceny. It is immaterial whether the 
fraud was exercised upon the mind of 
the messenger, or upon the minds of 
those directing his actions. In either 
event the plaintiffs have been deprived 
of their property by larceny, and that 
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larceny was consummated while the 
property was in the custody of their 
messenger, through a delivery obtained 
fraudulently and with intent to convert 
the property. It cannot be said that the 
larceny occurred after the messenger 
had ended the transit risk by delivery at 
destination, when that delivery was itself 
the consummation of a scheme to obtain 
possession with larcenous intent. The 
plain intent of the bond was to furnish 
protection against loss by larceny 
through a felonious taking of possession 
from the messenger. Such loss was in- 
curred in this case, as in the Under 
wood case, though there the trick was 
practiced upon the messenger, while 
here it was practiced upon the messen- 
ger’s principal, who used the messenger 
only as an instrument to make a physical 
delivery of possession with reservation 
of title. 


Trust Company Entitled to Profit on Labor 
and Responsibility 


“WHEN we think of trust earnings we 
should remember that trust business is 
entitled to a profit on labor and respon- 
sibility,” Henry A. Theis, vice-president 
of the Guaranty Trust Company of 
New York, told bankers present at the 
Ninth Regional Trust Conference held 
in San Francisco last month. “Every 
trust department has fixed annual ex- 
penses for salaries, rent, plant main- 
tenance, etc. These expenses are our 
capital invested, and we are entitled to 
a return upon them as such. At the 
same time, in rendering our services, we 
are charged with enormous responsibili- 
ties, and we are entitled to an earning 
for our risk. 

“Our business compares with that of 
the professional man—the lawyer, the 
doctor, the business engineer and the 
like. The professional man charges ac- 
cording to the value of the services he 
renders. He would not think of basing 
his charge upon his outlay for rent, 
clerks, stationery, etc.; and so we do not 


base our charge upon the expense of 
operation. Measuring our profit in re- 
lation to expenses furnishes a good com: 
parison, but is not a true criterion for 
what our earnings should be. 

“The furnishing of trust service is an 
honorable business. It fills an economic 
need, and a corporate fiduciary is the 
ideal means of making this service avail- 
able to the public. The public is more 
and more coming to realize this, and to 
entrust in a continuously greater degree 
its fiduciary business to us. If we are 
to continue to deserve this confidence 
we cannot afford to fail in the quality 
of our service. A business cannot pros 
per or, as stated in other words, cannot 
do good work unless the rewards are 
ample. 

“With adequate compensation a high 
standard of service can be assured. Let 
us refuse to render an inferior quality 
of service, which is the only kind that 
can be rendered when inadequate fees 
are charged.” 
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Confidence, Credit and Co-operation 


Te world, at the present time, is 


going through a crisis of con- 

fidence. This is visible in various 
ways, but in none more clearly than in 
the field of banking. The serious ex- 
tent to which hoarding of currency has 
been pushed is the clearest evidence of 
this. Conservative estimates place this 
at approximately $1,000,000,000, a high 
sum even for the United States. Con- 
fidence in banks in this country has been 
severely shaken; this is a fact which is 
evident to everyone. 

Lack of confidence in the banking 
system of this country’is not confined 
to the United States, however. It exists 
in Europe. This is shown by the heavy 
shipments and extensive earmarking of 
gold which have reduced our gold re- 
serve by several hundred million dollars 
in the course of a few weeks. It is 
further evidenced by a “whispering 
campaign” against the dollar which has 
been going on in Europe and especially 
in France. A part of this is due to 
deliberate efforts on the part of inter- 
national exchange gamblers who have 
profited greatly during the periods when 
the mark, franc, lira and pound were 
depreciating and who hope to do the 
same in the case of the dollar. But 
much of this lack of confidence is due 
to the bitter experience in the past of 
the peoples of European countries with 
a currency which has fallen from par. 
They see certain external circumstances 
in the present situation of the United 
States which apparently resemble those 
of other countries in the past when 
they have been on the verge of letting 
their currencies slip from par, and hence 


their fears are aroused and they try to 
get their funds out of the United States. 
Their attitude is perfectly understand- 
able, especially in the light of all the 
hoarding now going on in the United 
States, even though it is illogical. 

It seems at first glance as though 
it were a hopeless task to attempt to 
force the United States from the gold 
standard. Only a few months ago this 
country had gold reserves of about 
$5,000,000,000. Technically, we could 
lose approximately one-half of this with- 
out any serious difficulty, and techni- 
cally we could lose even more than this 
without being forced to stop gold pay- 
ments. It seems hardly probable that 
other nations are in a position to take 
this amount of gold from us, even if 
they should desire to do so, and cer- 
tainly there is no reason to expect that 
any country officially is trying to em- 
barrass us. By raising our rediscount 
still further, and by ceasing to buy 
foreign short-time paper—except when 
we are obligated to do so as in the 
case of the amount now outstanding in 
Germany—we can easily take effective 
steps to retard and eventually to check 
the outflow in so far as foreign factors 
are concerned. 


DANGER IN HOARDING 


The danger of our leaving the gold 
standard is not due entirely to foreign 
conditions; it is created in large mea- 
sure by the situation existing within our 
own boundaries, in particular to the 
hoarding of currency already mentioned. 
In so far as the currency is made up of 
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gold certificates, the hoarding represents 
a direct and proportionate reduction of 
our gold reserves; in so far as it is com- 
posed of Federal Reserve notes, it in- 
directly and partially immobilizes our 
gold reserve, since a gold reserve must 
be maintained against all such notes out- 
standing. 

Our monetary gold supply, therefore, 
is being subject to a double assault, one 
from without represented by the ship- 
ment to or earmarking of gold for other 
countries, combined with uneconomic 
short selling on the part of foreign 
exchange gamblers, and the other from 
within represented by the withdrawal 
and hoarding of currency. The first 
lowers the actual supply of gold and 
the latter immobilizes an _ increasing 
amount of gold and to that extent re- 
duces the amount available to meet 
foreign demand. It seems highly im- 
probable that we shall give up the gold 
standard, but it cannot be regarded as 
an impossibility. If we should be com- 
pelled to take this step, it will be due 
largely, if not wholly, to a lack of con- 
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fidence, a lack of confidence at home in 
ourselves and our banking institutions 
even more than to a lack of confidence 
of other peoples in us. If the hoarded 
currency should begin flowing back into 
the banks, it would not be long before 
the withdrawals of gold on the part of 
other nations would cease. 


BANK FAILURES CHIEF CAUSE 


The loss of confidence in banks which 
has led to the heavy withdrawals of 
deposits and the hoarding of currency 
was brought about in large measure by 
the large number of bank failures in 
various parts of the country. The point 
was reached where the people in many 
districts had no belief in the integrity 
of their banking institutions. In some 
cases, the anxiety reached such a point 
that runs on banks occurred; in others 
it was a gradual seepage of deposits 
which has drained the resources of 
the banks. Until recent months, the 
stronger banks have generally been able 
to keep going, but the point has been 
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reached when even the best of the banks 
in many localities are threatened because 
of the creation of a situation which 
no bank is expected to meet and cope 
with—namely, a banking panic on the 
part of the public. The withdrawal of 
deposits, therefore, stimulated by the 
failures of certain banks, has now be- 
come one of the principal, if not the 
major factor, in bank failures at the 
present time. As every bank failure 
diminishes the confidence of the public 
a little more, the crisis of confidence 
feeds on itself and hence has grown 
steadily larger. A vicious circle has 
been established which it is necessary 
to break. The problem has been—how 
to accomplish this. 

The seriousness of the situation was 
such that it commanded the personal 
attention not only of many of the lead- 
ing bankers of the country but also of 
the President of the United States. The 
result of their thought upon this matter 
was the organization of the National 
Credit Company. Here is the tool 
with which the task of reconstructing 
publi: confidence has been undertaken. 


Banks have failed because of their in- 
ability to mobilize their credit; the Na- 
tional Credit Company now provides a 
means to accomplish this. 


FORMATION OF NATIONAL CREDIT 
COMPANY 


The formation of this company is 
particularly significant from the stand- 
point of the security portfolios of banks. 
When banks have experienced heavy 
withdrawals of deposits, after their 
primary reserves have been reduced 
and their secondary reserves have been 
exhausted, they have been compelled to 
draw upon their investment account 
assets. This has created a steady pres- 
sure on the bond market which has, 
except for a select group of very high 
grade issues, shown a downward trend 
for months past. Necessitous selling of 
securities has depressed prices, and the 
lowering of prices has brought many 
banks into the hands of the receiver 
due to the obligation which they were 
under to carry their securities at cost 
or market, whichever might be the lower. 
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OUR OFFERING LIST WILL BE MAILED REGULARLY UPON REQUEST 


G M A C obligations 


enjoy the protective background of highly liquid assets, with 
credit factors widely diversified in region and enterprise. Long 
regarded as a national standard for short term investment, they 
have been purchased by individuals, institutions and 
thousands of banks the country over. 


available in convenient maturities and 
denominations at current discount rates 


GENERAL Motors 
ACCEPTANCE CORPORATION 


OFFICES IN PRINCIPAL 


Executive Office -- BROADWAY at 57TH STREET 


CITIES 
~ New York City 


CAPITAL, SURPLUS AND UNDIVIDED PROFITS OVER $80,000,000 


The recent ruling of the Comptroller 
of the Currency permitting banks to 
carry certain classes of bonds at cost 
regardless of the market and to write 
off the depreciation of others slowly 
was highly significant because it was a 
very definite move toward preventing 
sound banks from selling securities to 
stop losses and from being forced to 
close because their capital had been 
impaired by writing off paper losses. 
The ruling of the Comptroller is a 
positive aid to banks by separating 
them to a certain extent from the bond 
market and from the effects of its down- 
ward trend. It did not and could not 
aid the bond market itself except by 
relieving some of the pressure on it. 
The National Credit Company supple- 
ments the ruling of the bond market by 
making it possible for banks to mobilize 
at least a portion of their funds locked 
up in bonds without dumping them on 
the market. 

The National Credit Company is 
a means of extending credit to banks 
which need it. Its activities, contrary 
to certain ideas which have been ex- 
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pressed in various places, notably in 
Europe, do not represent a form of 
inflation. The debentures issued by this 
organization are, essentially, a form of 
exchange of one asset for another, an 
asset which lacks liquidity for one hav 
ing much greater liquidity. By their use, 
banks may obtain distributable funds in 
exchange for local assets, which could 
not in any way be converted into cash, 
and for bonds, which can frequently be 
liquidated only with difficulty and at 
great loss. 

Great as is the potential value of 
this corporation from the standpoint of 
intrinsic bank liquidity and support for 
the bond market, it is even more im- 
portant from the view-point of its effect 
on public confidence. The manner in 
which it is organized and operated is 
quite as important as what it actually 
does. It should be made clear to the 
public that it provides “a” way out of 
the present difficulty. This does not 
prevent the use of other “ways,” nor 
should it be regarded as an infallible 
way. If, however, the public can be 
led to appreciate its significance and to 





The Horse - - - - 
not the Harness 


It’s not the harness that pulls the 
wagon ... it’s the horse. It’s not 
the tanks and turbines that make 
a utility system .. . it’s the Men. 
Thirty-three men who are the chief 
executives of the Associated System 
average 25 years in public utility 
experience; 283 major executives 
have been with the System an aver- 
age of 16 years. This experienced 





personnel helps make the System’s 
long-range management policies 
effective. During the past quarter 
century, these policies, with the 
aid of group control of operating 
properties, have extended System 
service to 1,443,142 customers, and 
increased annual gross revenues to 
$111,341,940. 


To invest or for information, write 


Associated Gas & Electric System 
61 Broadway, New York 


believe in its potentialities, and to ex- 
press that belief by the cessation of the 
panicky withdrawal of deposits and by 
returning at least a portion of the funds 
now being hoarded, a great battle will 
have been won and great progress will 
have been made in the campaign to 
restore financial stability and economic 
prosperity in this country and through- 
out the world. 


CO-OPERATION NEEDED 


In order to accomplish the work for 
which it is being organized, it is neces- 
sary for the National Credit Company 
to enjoy the full co-operation of the 
banking community. It is quite pos 
sible that certain of the stronger and 
more liquid banks might find their posi- 
tion technically slightly weakened and 
a bit less liquid by subscribing to the 
debentures of this corporation than if 
they do not. It has been urged, and 
properly so, that they owe a duty to 


their fellow bankers and to the country 
at large to assist in every way possible 
to improve the present situation and 
that this offers them a practical way of 
doing so. Unfortunately, especially in 
a time like this, men and institutions 
alike tend to become more individualistic 
than ever and hence endeavor to protect 
their own interests—or what they regard 
as their interests. It is clear, however, 
that conditions are such that if they are 
not altered, no bank, no matter how 
strong, can hope to hold out by itself. 
As one of our statesmen said at the 
time of the Revolutionary War—*they 
(the colonies) must hang together or 
they will hang separately.” The same 
might well be said of banks at the 
present time. If public confidence in 
our banks is to be restored by the 
judicious employment of credit through 
the National Credit Company, co-opera- 
tion among the banks and between the 
banks and the people is necessary. 
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Sufficient daylight was the practical concern of the Artisans’ Savings Bank, Wilming- 

ton, Del., in the erection of its new building, so the Tilghman Moyer Company, of 

Allentown, Pa., designed it with a huge window in front, as shown above, a long 

skylight, which may also be seen in the above view, and a second large window at 

the rear of the building. The front is of Indiana limestone with a polished black 

granite base. The Tilghman Moyer Company designed, erected, decorated and 
furnished the building. 
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Empire Crust Company 


MAIN OFFICE: 
Equitable Building 


120 BROADWAY, NEW YORK 


FIFTH AVENUE OFFICE: 
Empire Trust Company Building 
580 FIFTH AVENUE, Corner 47th Street 


HUDSON OFFICE: 
Metropolitan Opera Building 
1411 BROADWAY, Corner 39th Street 


LONDON OFFICE: 
28 CHARLES STREET, HAYMARKET, S.W. 


Agent for the Sale of United States, New York State and Pennsylvania 
Stock Transfer Tax Stamps 


Empire Safe Beposit Company 


SAFE DEPOSIT VAULTS AT ALL OFFICES 
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Charter Member New York Clearing House Association 


To banks, and bankers desiring a 
thoroughly satisfactory New York 
correspondent, Chatham Phenix 
offers the experience of 119 years 
of commercial banking, and “the 
friendliness of a neighborhood bank 
with the resources and facilities of 


a great metropolitan institution.”’ 


CHATHAM PHENIX 


NATIONAL BANK AND TRUST COMPANY 


New York 
MAIN OFFICE: 149 BROADWAY 
16 Branches in New York City 
Established 1812 : Capital, Surplus and Undivided Profits over $30,000,000 





H. J. Haas ; 
New president of the American Bankers Association; vice- 
president of the First National Bank of Philadelphia. 


The American Bankers Association 
57th Annual Convention 


start under happy auspices. It 

was held in the midst of the worst 
industrial depression the United States 
has suffered for thirty-five years. It 
was preceded by a series of bank failures 
lasting almost a year, and involving an 
unusual number of institutions. Seventy- 
five miles away, in Philadelphia, alarm 
of bank depositors was nearing panic 
proportions. To add to the gloom, in 
the first day of the convention, October 
5, Dwight W. Morrow, formerly one of 
the country’s leading private bankers, 
died in his sleep. When the latter fact 
was announced to the convention at the 
first general session on Tuesday morn- 


f ‘HE convention this year did not 


ing, the members stood in silence for one 
minute in tribute to Senator Morrow’s 
memory. Later President Rome C. 
Stephenson issued the following state- 
ment: 


“The sudden and unexpected death 
of Senator Dwight W. Morrow was a 
shock to the members of the American 
Bankers Association assembled at the 
annual convention at Atlantic City. Ex- 
pressions of sorrow and sympathy for 
his family were unanimously expressed 
by the delegates. 

“Senator Morrow was one of the 
great bankers of America and through 
his unselfish devotion to the ideals of 
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Rome C. STEPHENSON 
Retiring president of the American Bankers Association; vice- 
president St. Joseph County Savings Bank and president St. 
Joseph Loan and Trust Company, South Bend, Ind. 


his country he had made a valuable 
contribution to our standing and pres- 
tige throughout the world by the admi- 
rable course he pursued as United States 


Minister to Mexico. Senator Morrow 
was in the prime of life and had a bril- 
liant future facing him as a public officer 
whereby he would have been enabled to 
make further contribution to the prog- 
ress of his country. He had the respect 
and confidence of the public, and there 
avas universal belief in his ability, honor, 
integrity, and sincerity. His death will 
be mourned by the entire nation.” 


The early sessions of the convention 
did little to lift the pall of pessimism. In 
the Savings Bank Division meeting on 
Monday morning, practically all of the 
addresses dealt with some aspect of the 
depression, especially that of Fairman 
R. Dick on “The Railroad Emergency.” 
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“In the afternoon, the State Bank Divi- 


sion was but little more cheerful. It 
devoted much time to the consideration 
of better bank management as the way 
to prevent the all too frequent failures. 


OPTIMISTIC SIGNS APPEAR 


On Tuesday, however, the Economic 
Policy Commission presented its report, 
asserting proudly that “American credit 
is still the strongest in the world, and 
American money is the soundest in the 
world. It is certain that they will re 
main so.” It called attention to the 
neglected fact that “while about 4 per 
cent. of the 22,769 banks in operation 
on January 1, 1931, were permanently 
or temporarily closed in the first eight 
months of this year, some 96 per cent. 
were not involved. Furthermore, only 
1.2 per cent. of the deposits were tied 
up. 





© UNDERWOOD & UNDERWOOD 


FRANCIS H. Sisson 


Vice-president of the Guaranty Trust Company of New York, 
who was elected first vice-president of the association. 


Richard H. Grant, vice-president of 
the General Motors Corporation, con- 
tributed to better feeling, also. . He 
prefaced his prepared address by the 
announcement that during November, 
December, January, and February, that 
corporation would be employing at least 
as many, perhaps more men than last 
year. Moreover, they have set their 
advertising budget, selling expenses, sales 
quotas for the first half of 1932 higher 
than for the first half of 1931. News- 
papers of the day carried the report 
that President Hoover had summoned 
bankers, senators and representatives to 
Washington for a conference, presum- 
ably on relieving the depression. The 
convention began to be more hopeful. 

On Wednesday came the President’s 
statement that there is “no justification” 
for the “foolish alarm” evident in many 
sections of the country, “accompanied by 
wholly unjustifiable withdrawal of cur- 


rency from the banks.” The announce- 
ment of his suggestions to relieve the 
situation was read at that session of 
the convention, and the association im- 
mediately pledged itself “to the task 
of aiding in the further development 
and carrying out of the President’s 
plans.” Later the following resolution 
was adopted: 


“We heartily approve the plan of the 
President of the United States under 
which a $500,000,000 bank pool is being 
created for the purpose of meeting the 
discount demands of bankers who find 
it advisable in supplying the needs of 
the public to obtain funds from collat- 
eral of a character which, though sound, 
is not eligible for rediscount directly or 
indirectly with the Federal Reserve 
Bank. 

“The operation of this pool, which 
would be available for use by all sound 
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F. M. Law 
President of the First National Bank of Houston, Texas, and 


second vice-president of the 


banks, both state and national, should 
immediately remove the restriction upon 
credit throughout the United States that 
has been the cause of so much anxiety to 
bankers and the public, and should 
serve to re-establish confidence through- 
out the length and breadth of this 
country.” 


NATIONAL AND STATE B.ANK WORRIES 


Placed by the side of such important 
national and international problems, the 
fears apparently entertained by ‘state and 
national banking system for their con’ 


tinued existence seem trivial. Yet the 
situation is of enormous and _ practical 
interest to those banks. It is only 
natural that much time should be de- 
voted to them. After all, one must 
preserve one’s own identity before one 
can assist others. 

The presidential address of M. Plin 
Beebe before the State Bank Division 
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American Bankers Association. 


meeting, for example, was entirely on 
the subject of the dual systems of bank- 
ing used in the United States. It was 
written as an answer to Comptroller 
Pole’s contention that the country needs 
a unified banking system. It was de- 
signed to show that the dual system has 
an honorable history, that it is a real 
asset whose advantages outweigh the ad- 
mitted gains which would be achieved 
by having only one banking system. 

In the National Bank Division meet: 
ing the next day, Frank P. Bennett, Jr., 
editor United States Investor, took up 
the other side of the question. His ad- 
dress was entitled “What Steps Will 
Assure the Future of National Bank- 
ing?” He holds that the system is justi- 
fiably alarmed by the increasing shift 
of banks from national to state charters, 
and that something (probably in the way 
of more liberal laws for national banks) 
must be done to check this. Otherwise, 
the Federal Reserve System will gradu: 
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ally lose the support necessary to the 
maintenance of a strong central bank- 
ing system. 

‘This same alarm was evident two 
years ago, when the association proposed 
a reorganization of its divisions along 
functional lines. It would have elimi- 
nated both national and state bank 
divisions, in favor of a commercial bank- 
ing division. The plan aroused much 
opposition, and eventually was aban- 
doned. But a certain amount of func- 
tional reorganization has been possible. 
At this convention, an amendment was 
passed defining the present divisions as 
follows: 

(a) A Trust Division whose scope 
shall embrace all trust matters of interest 
to trust companies and banks. 

(b) A Savings Division whose scope 
shall embrace all matters relating to in- 
stitutions receiving savings deposits. 

(c) A National Bank Division 
whose scope shall embrace all matters 
of interest to national banks. 

(d) A State Bank Division whose 
scope shall embrace all matters of in- 
terest to state banks. 

“Members of the association,” it pro- 
vided, “may enroll as regular members 
of but one division in which they shall 
have full powers and privileges of mem- 
bership; they may also enroll as associate 
members of any other division or divi- 
sions, but without power to vote or hold 
office in such other division or divisions.” 
The real changes are simply the omis- 
sion of the word “company” from the 
title of the Trust Division, and the 
word “bank” from the title of the Sav- 
ings Division. 


DEPRESSION AFFECTS ATTENDANCE 


It was to be expected that, in times 
of difficult business such as the present, 
attendance would suffer. The number 
of delegates registered was the smallest 
in several years. Not only that, but 
what seemed to be an unusually large 
percentage of the speakers scheduled 
failed to deliver their own addresses. 

At the State Bank Division meeting 
on Monday afternoon, for example, M. 
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Plin Beebe, president of the division, 
was prevented by illness from being 
present. His address was read for him 
by his son. Allard Smith, executive 
vice-president Union Trust Company, 
Cleveland, Ohio, also had to rely on 
one of his associates. He arrived on a 
train later than had been expected, too 
late to deliver his speech in person. 

In the general sessions, Ogden L. 
Mills, Undersecretary of the United 
States Treasury, was prevented from 
speaking on Thursday morning, as 
scheduled, by the press of work accom- 
panying President Hoover's attempt to 
allay the alarm of the country as to the 
liquidity of the banking system. His 
place was filled by Fred I. Kent, chair- 
man of the Commerce and Marine 
Commission of the association. 

On the other hand, one unscheduled 
address was added to the convention 
program. James C. Stone, chairman of 
the Federal Farm Board, at Atlantic 
City to address a meeting under the 
auspices of the Agricultural Commis- 
sion of the association, was induced to 
speak at the general session on Wednes- 
day, on the work of the board. 


THE ENTERTAINMENT PROGRAM 


The women who attended found the 
usual complete entertainment program 


provided. On Monday there was a 
motor trip for them; on Tuesday a 
women’s yacht trip, a swimming and 
diving exhibition, and, at 9 p. m., a 
special revue for all delegates, at one 
of the theaters. There was a style show 
on Wednesday afternoon, and the grand 
ball in the evening. All of Friday was 
devoted to the golf tournament which is, 
of course, the most popular event of the 
convention. 

Altogether, while the convention was 
by no means as impressive in size as 
most recent conventions, the fifty-seventh 
convocation can well be regarded as 
fully as helpful and successful as any 
of its predecessors. 

Before the adjournment on October 8, 
it was announced that the 1932 conven- 
tion will be held in Los Angeles, Calif. 





The General Sessions 


Making the Automobile Dealer an Improved Credit Risk — Diff. 
culties of the Wheat Farmer —Stone Defends Federal 
Board — Impassioned Protests Against the Dole 


HE general sessions of the conven- 

tion are generally characterized by 

a high degree of disinterestedness. 

In these meetings members forget for 

the time being the many annoying prob- 

lems of banking and bank management. 

They open their minds to the considera- 

tion of other questions, in which the 
whole world has an interest. 

This is not to say that the addresses 
in the general sessions have no relation 
to banking. Banking is so tied up with 
business in all its forms, and with the 
social life in general, that few subjects 
can be found which do not, at some 
point or other, impinge on banks and 
bankers. But the topics discussed at the 
general sessions concern the balance of 
society as well. They are not of inter- 
est to bankers only, as is true of most 
of the speeches in the divisional meet- 
ings. On their proper solution depends 
a better life for humanity as well as 
for the banking profession. 

In the meetings this year (held on 
Tuesday, Wednesday, and Thursday 
mornings, October 6-8) there were, for 
example, addresses on the proper rela- 
tion between saving and spending, re- 
tail management and how it may be im- 
proved, the causes of the wheat farmers’ 
distress, the job of the Federal Farm 
Board, and Europe’s experience with 
unemployment compensation. There 
was, in addition, the report of the as- 
sociation’s own Economic Policy Com- 
mission. All these are summarized 
below, save the president’s address, 
which we regard as of sufficient signifi- 
cance to publish in full each year. It 
will be found elsewhere in this issue. 
No further reference to it is necessary 
here save to remark that a more appro- 
priate subject at this time could hardly 
have been chosen. Mr. Stephenson 
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spoke on the proper relation between 
saving and spending. 

At the end of the sessions there were 
the usual felicitous speeches of the re- 
tiring officers to their successors, and the 
responses of the incoming administra- 
tion. Finally, there was the presenta 
tion (now an honored custom) of a 
chest of silver to the retiring president. 


BANK FAILURES, SHORT SELLING, 
RUMORS 


Directly following the president's ad- 
dress, the Economic Policy Commission 
made its report. It was, naturally, much 
concerned with the bank situation, the 
numerous failures in recent months 
which have caused wide public concern. 
Recounting the difficulties with no at- 
tempt to minimize their seriousness, it 
called attention to the following facts: 
“While about 4 per cent. of the banks 
in operation on January 1, 1931, were 
permanently or temporarily closed in 
the first eight months of the year, only 
1.2 per cent. of the deposits were tied 
up.” “We sincerely feel,” this section 
of the report concluded, “that the fate 
of a relatively few banks and the acts of 
a small number of bankers have had an 
absolutely disproportionate effect on 
public confidence in banking as a whole, 

“In this connection we feel that pub- 
lic confidence in established values in 
America has temporarily been depressed 
beyond all reason. We have in mind 
especially current conditions in the in- 
vestment securities markets from which 
the banks have suffered unwarrantedly. 
We believe in free markets and a rea- 
sonably untrammelled expression of 
judgment regarding values. At the same 
time we hold that the public interests 
that are at stake under existing condi- 
tions are clearly superior to policies of 
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individual gain. We believe that any- 
one who takes advantage of an hour of 
public trial to unduly depress quoted 
values out of line with intrinsic worth 
from motives of selfish profit is deserv- 
ing of public censure that is liable to 
crystalize into agitation for undesirable 
restrictive legislation.” 

A certain amount of selling, the re- 
port remarked, comes from banks at- 
tempting to buttress their cash position, 
or protecting loans secured on collateral. 
“We believe it our duty to point out,” 
it ran, “that forced liquidation of this 
kind aggravates the situation and brings 
about further deflation in values and, 
therefore, banks should retain as far as 
possible their securities until values im- 
prove. We also believe it to be a wise 
policy to give borrowers whose loans are 
now inadequately secured an oppor- 
tunity to put them in satisfactory shape 
by periodic payments rather than by 
forcing sales of collateral or real estate 
security under present conditions.” 

The report then suggested the foliow- 
ing lines of procedure for bankers in im- 
proving public sentiment: 

Participation in the A. B. A.’s activi- 
ties in bank management and educational 
work, 

Keeping depositors mindful that they 
have certain obligations to the bank—if 
it is to properly maintain its position in 
the community. 

Fighting ill-informed or malicious 
gossip and rumors. “In some states bank 
slander laws afford protection. We 
recommend that this protection be 
availed of by definite action wherever 
practical, both as a matter of immediate 
expediency and also to awaken public 
opinion as to the dangers of idle gossip. 

“In closing, we recommend that all 
the banks of every community should 
recognize the fact that the problems and 
difficulties of each have now become the 
common concern of all, and they should 
extend prompt and mutual aid and co- 
operation to the fullest extent possible.” 


GENERAL MOTORS’ PLANS 
Richard H. Grant, 


vice-president 
General Motors Corporation, who was 
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the next speaker, prefaced his prepared 
address on “Business Management in 
Retail Activities” by a few remarks on 
General Motors’ plans for the imme- 
diate future. 

“As far as our corporation is con- 
cerned,” he promised, “we will be em- 
ploying in November, December, Janu- 
ary and February at least as many and 
probably more men than we did this 
past year.” 

He spoke of the studies which the 
company has been making of probable 
sales for 1932. The estimates are based 
on the number of cars in use, their prob- 
able life, and the fact that eventually 
they must be replaced. One thing he 
said was perfectly evident, that a big 
business is being stored up for the fu- 
ture. “We will sell less automobiles in 
1931 than will go to the scrap-heap.” 
Yet more gasoline is being used this year 
than last. “So that, with fewer auto- 
mobiles, they must be running them 
faster and longer, to consume that addi- 
tional gasoline, which means we have 
got some 22,000,000 people working 
hard for us to make us a fine business 
when we get a return to economic sound- 
ness.” 

The corporation’s conclusion from all 
the figures was that it “will have to set 
the indices for the first half of 1932 
somewhat higher than the actualities of 
1931.” “We are willing,” he said, “to 
put our advertising budget and our sell- 
ing expenses on that kind of indices and 
have enough confidence to carry on for 
the first half year. It is our intention, 
on the one hand, to watch our dealers’ 
financial condition carefully, and, on 
the other hand, drive for sales by legiti- 
mate means just as hard as we ever 
drove at any time in our history. In 
the interests of carrying forward, I 
thought you might be somewhat heart- 
ened by a piece of policy as aggressive 
as that happens to be.” 


AUTOMOBILE DEALERS AS CREDIT RISKS 


Turning to the subject of retail man- 
agement, Mr. Grant said frankly that his 
object in speaking on that topic was a 
business one. He hopes, over the next 
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two or three years, to persuade bankers 
to give intelligent consideration to auto- 
mobile dealers as credit risks. At pres- 
ent there is a tendency to put them all 
in one category which he believes is not 
fair. 

The General Motors Corporation, he 
continued, does not want to go into the 
retail business. To keep out, it must see 
that the men in that business make 
money. Otherwise, it will finally have 
to become a retail automobile distributor, 
whether it wants to or not. 

Strangely enough, in the prosperous 
years 1927, 1928 and 1929, General 
Motors dealers in each year, as a group, 
made less money than in the previous 
year. The corporation decided to do 
something about that. The something 
was a standardized bookkeeping system, 
which is now used by dealers doing 75 
per cent. of its total business. From 
that has evolved a dealer’s simple con- 
trol sheet. This computes, first of all, 
the dealer’s fixed loss—fixed income, less 
fixed expenses. He always starts with 
that. When he begins selling cars, he 
has a variable income which can be esti 
mated. On that basis it is possible to 
find out how many cars he must sell in 
order to break even. To make profits, 
of course, he must sell a few more. 

Some results: In spite of low volume 
in 1931, up to September 1, Chevrolet 
dealers under this plan made $10,000,- 
000 more as a group than on the higher 
volume of 1930, and almost as much as 
in 1929. In another division, a loss of 
$2,500,000 in the first seven months of 
1930 was transformed in 1931 into a 
profit of almost that amount, with vol- 
ume 25 per cent. less. 

The corporation is pleased with the 
achievement thus far, and plans to go 
ahead with it. If intelligence and hard 
work will make automobile dealers pros- 
perous and good banking risks, they in- 
tend to give enough time to the job to 
finish it. They hope, then, that the 
movement will spread through other in- 
dustries, and will make all of American 
business sounder. 
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WHEAT, BAROMETER OF AGRICULTURE 


To Harry L. Russell, former head of 
the Agricultural School of the University 
of Wisconsin, and adviser of the agri- 
cultural commission of the association, 
was left most of the agricultural part of 
the program. His address “Give Us 
This Day Our Daily Bread” was per- 
haps the most interesting of the whole 
convention. So packed was it with 


facts that it is also the most difficult to 
report in the brief compass necessary 
Nevertheless, the attempt will be 


here. 
made. 

“Almost invariably,” he said, “discus 
sion of agricultural conditions centers 
around the problem of wheat. Because 
it is regarded as the staff of life, wheat 
is looked upon as the barometer of agri 
culture as steel is regarded as the ba- 
rometer of industry. 

“The relative importance of wheat 
has undergone enormous changes in re- 
cent years. Once wheat was king in 
American agriculture, but it is worth 
noting that now the wheat crop of the 
United States, even under normal con- 
ditions, does not even pay our gasoline 
bills. Not only are we growing more 
wheat per unit of land sown than for- 
merly, but the acreage has been very 
greatly extended. Another significant 
fact is the materially lessened use of 
wheat. With the higher living stand- 
ards that now obtain, a much more di- 
versified diet has developed. More 
vegetables and fruits are used than for- 
merly. The reduction of 1.2 bushels 
per annum for each person since the 
last generation necessitates nearly 150, 
000,000 bushels less wheat than was 
formerly required. 

“The factor that has exerted the most 
potent influence in this terrific world 
flood of grain has been the rapid de- 
velopment of the machine. Where it 
used to cost ten cents a bushel merely to 
thresh the grain, the modern combine 
cuts and threshes at a cost ranging from 
three to five cents a bushel. The ap- 
plication of power has brought down the 
cost of growing an acre of wheat to a 
figure which is now estimated from $5 
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to $8, not allowing for the cost of the 
land. With this reduced cost of pro- 
duction, the possibility of acreage ex- 
pansion is tremendous. Lands that here- 
tofore have been regarded as worthless 
except for grazing have recently come 
into competition with the older wheat 
belts.” 


HOW MUCH OF A THREAT IS RUSSIA? 


Within the last two or three years 
another disturbing element has come 
into the picture. Soviet Russia is at- 
tempting to stage a comeback. Before 
the war Russia’s wheat exports exceeded 
by over 50 per cent. those of the United 
States. Boldly and without precedent 
the Soviet government has attacked the 
problem. First land was confiscated, 


then appeared the collectivized farm, 
and the state trust farms utilizing hith- 
erto unused public lands. Along with 
this has taken place the installation of 
an enormous amount of agricultural ma- 
chinery. 

“The potential future of Russia is 


found in the enormous area of black 
prairie soil especially adapted to wheat 
culture, lying in a belt 200 miles wide, 
and running from the Danubian plains 
along the north shores of the Black and 
Caspian seas for a distance of over 2000 
miles into the heart of Siberia and 
Turkestan. The three great arteries, 
the Dnieper, the Don and the Volga, 
two of which empty into the Black Sea, 
furnish barge transportation which, 
with cheap water carriage through the 
Dardanelles and the Méediterranean, 
place Russian wheat economically in 
the world’s consuming markets. There 
is certainly no other area in Europe, or 
for that matter in any part of the oc- 
cupied world, that is fraught with such 
potentialities as to commercial expan- 
sion as are to be found in the land which 
carrics the emblem of the sickle and the 
hammer.” 


TARIFFS IMPEDE NECESSARY READ- 
JUSTMENTS 


It is evident from this that a new 
alignment is inevitable. If the United 


States is even to maintain its position, 
it will have to be done by methods 
radically different from those long prac- 
ticed. For “the spirit of economic na- 
tionalism that has been so intensified 
throughout the world since the war has 
led to an accentuation of trade prac- 
tices among nations that has greatly 
checked the international flow of agri- 
cultural products. Resort has frequently 
been had to the commonest of all pro- 
tective devices, the tariff. A more subtle, 
but an effective method of accomplish- 
ing protection to domestic cereal produc- 
tion is the introduction of milling re- 
strictions which compel the use of a cer- 
tain proportion of domestic supplies 
with the foreign breadstuffs imported. 
Direct price fixing has been tried in some 
countries. But too frequently agencies 
set in operation by governments simply 
postpone inevitable readjustments. The 
basic laws of supply and demand have 
never been permanently and successfully 
set aside. 

“The imminent problem for agricul: 
ture today, as it is for business, is to re- 
adjust production to existing needs. But 
restriction of acreage is difficult if not 
impossible to enforce in an effective way. 
What the world wants now is a mora- 
torium on nature’s operations for a 
year. 


REMEDY IS INDIVIDUAL EFFORT 


“Is there a solution for all of these 
troubles? The Federal Farm Board has 
already been the recipient of over 2000 
recipes; and the end is not yet. Ulti- 
mately, conditions will reach a stage of 
equilibrium. The waves will subside. 
Economic law has always operated in 
the past. We have no reason to think 
that a new order prevaileth; that old 
laws and forces no longer govern the 
economic world. Acting as individuals 
each of us has to meet the situation by 
adjustment to the new conditions which 
obtain. Many of us do not like the 
medicine, but it has to be swallowed. 
The great majority will pull through by 
individual effort and initiative. 

“Just now the thing that is most 





WHEN the Corn Exchange National 

Bank, Philadelphia, started busi- 
ness the total capital and surplus of all 
the Philadelphia Clearing House banks 
was $11,300,000; 


Today the Corn Exchange National 
Bank & Trust Co., Philadelphia, shows 
total capital and surplus of $16,000,000. 


Your Collections Handled Promptly 


CORN EXCHANGE NATIONAL BANK 
AND TRUST COMPAY 


PHILADELPHIA 





es Ss Ss ee _ _— a a aE 


THE BANKERS MAGAZINE 633 


needed is a different attitude of mind. 
We have heard so long the wail of de- 
spair, that everything was going to the 
demnition bow wows, that many people 
feel we are never to get back again to a 
normal equilibrium in human relations. 
The sun has always risen, lo! these mil- 
lon years. Is it conceivable that it will 
never rise again?” 


TOO MUCH EXPECTED OF FARM BOARD 


James C. Stone, chairman of the Fed- 
eral Farm Board, followed this masterly 
analysis of the farm situation with a de- 
fense of what the board has done. “Its 
severest critics,” he said, “I think will 
have to admit that the last two years 
have been rather difficult ones in which 
to demonstrate the effectiveness of the 
Agricultural Marketing Act to achieve 
the purposes for which it was passed. 
And yet real progress has been made in 
strengthening the co-operative marketing 
associations which were already func- 
tioning, and assisting in the organization 
of others. As evidence of this fact, cot- 
ton co-operatives handled twice as much 
cotton in 1930 as they did in 1929; wool 
co-operatives almost five times their 1929 
receipts; grain in terminal markets, three 
times the amount they had previously 
handled; and there was no co-operative 
to my knowledge which did not show an 
increase in the 1930 crop over 1929. 

“During these trying times the board 
has given financial assistance of more 
than $300,000,000—aside from loans 
for the wheat and cotton stabilization 
operations—to 112 co-operative associa- 
tions, many national or regional in 
scope, with hundreds of local co-opera- 
tive associations as members. 

“Much has been said about the board 
furnishing cheap money in competition 
with local banks. This has been grossly 
exaggerated. It has been a board policy 
from the beginning to insist on the co- 
Operative borrowing its initial needs 
through commercial and intermediate 
credit banks. However, in many agri- 
cultural sections, the local banks have 
been unable to meet the legitimate credit 
needs of the community and it has been 


necessary for co-operatives with the as- 
sistance of the board to organize credit 
corporations with which to meet these 
needs. 

“Unfortunately, too much has been 
expected of the Agricultural Marketing 
Act and of the farm board. The farm 
board cannot perform miracles. The 
law is not a relief measure, but is just 
what its title indicates. The board has 
been criticized by some for beginning 
the stabilization operations and by others 
for not continuing them. I think one 
criticism is about as just as the other, and 
neither is just. 

“The farm board, single-handed, can- 
not correct the world economic depres- 
sion. We have done our best to mod- 
erate the decline in prices and to shield 
the farmers from the depression, but we 
would have to have ten times the funds 
we do have to have done this completely 
—and even then it would be only a tem- 
porary treatment of the symptoms, with 
the disease continuing unchecked. Con- 
fidence in the future must be re-estab- 
lished; credit must begin to function 
again; and international intercourse and 
trade must be freed from the shackles 
which have been placed upon them since 
the war, before pessimism will give way 
to optimism and a real and lasting re- 
covery can commence. You men, lead- 
ers of finance in this country, can do 
your part in bringing about the funda- 
mental changes necessary for this cure.” 


KENT OPPOSES DOLE 


On the last day of the convention, it 
was planned to have the session ad- 
dressed by Ogden L. Mills, Undersec- 
retary of the Treasury of the United 
States. Press of work, occasioned by 
President Hoover’s announcement, pre- 
vented him from coming. His place 
was taken by Fred I. Kent, formerly a 
vice-president of the Bankers Trust Com- 
pany, New York. 

Mr. Kent, whose speech was not of 
the prepared nature, devoted much time 
to sketching the results of the follow- 
ing situation: “The nations, as they 
came out of the war, had remaining im- 
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portant amounts in wealth and ability 
to utilize that wealth as well. The re- 
turning soldiers had no positions, no op- 
portunity to earn their living. The 
peoples felt that they deserved considera- 
tion and therefore they arranged to pay 
them for doing nothing while they were 
waiting for the development of better 
times.” Then he went over the financial 
difficulties encountered by Austria, Ger- 
many, Great Britain, France and Aus- 
tralia since the war, attributing them 
mainly to the social relief measures un- 
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Formerly a vice-president of the Bank- 
ers Trust Company, New York, who 
spoke at one of the general sessions. 


dertaken at various those 
nations. 

Moreover, getting back to the United 
States, he remarked that “there are 
many municipalities in this country to- 
day which have reached a point where 
it is very difficult for them to meet their 
debt charges. We want to avoid that. 
See what it has done to the railroads. 
See what it is doing to other industries. 
The burden of that thing is what in- 
creases unemployment. 


times by 


“We have in this country always with 
us unemployment on the part of those 
who will not work. That is true in 
every nation. There are such people. 
It is estimated that there are about a 
million and a half of them in the United 
States all the time. Then there are 
about two million and more who are 
inefiicient, who represent a great turn- 
over of labor. There are some millions 
of men—possibly two million and a 
half only, on top of these others—who 
want employment and can’t get it. It 
is our responsibility to protect them. 
We must do it in the localities in which 
they live, and we must all take part in 
doing it so far as we can. 

“TI do not believe that there is a banker 
or a business man in the United States 
of America who is not going to be will- 
ing to do his part. If we do that we 


will protect ourselves and protect all of 
our people, protect labor from a situa 
tion that is going to run into disaster. 
Do you realize, if you have a dole, it 
finally gets to the point where those 


who work pay for those who won't 
work? That is the danger that faces us. 

“There is just one more thing I want 
to say to you. I have tried to make you 
realize what the world picture is, what 
the weight of taxation on the nations is 
doing, how it is causing unemployment, 
how we must study to protect ourselves 
from further taxation, and how with 
taxation as it is today, if business goes 
on, we would be able to reach a posi 
tion where we could meet it with less 
effort. But if we let it multiply and 
grow faster than business grows, we are 
shooting toward disaster.” 


THE NEW ADMINISTRATION 


The officers elected to serve for the 
ensuing year are as follows: President, 
Harry J. Haas, vice-president First Na- 
tional Bank, Philadelphia, Pa.; first vice’ 
president, Francis H. Sisson, vice-presi- 
dent Guaranty Trust Company, New 
York, N. Y.; and second vice-president, 
Francis Marion Law, president First 
National Bank, Houston, Tex. 
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Mr. Haas, a native Pennsylvanian, 
was born in 1879. His progress in bank- 
ing rests upon an unusually extensive 
educational foundation. He is a grad- 
uate of Wyoming Seminary and College 
of Business, of the University of Penn- 
sylvania School of Accounts and Finance, 
and of the American Institute of Bank- 
ing study course. He has had also a 
varied business experience, having served 
at various times as salesman, newspaper 
correspondent, secretary and treasurer 
of many organizations, and accountant. 

His first banking position was as sum- 
mer clerk in the First National Bank of 
Berwick, Pa.; then he became teller in 
the Berwick National Bank, and finally 
assistant treasurer of the Berwick Sav- 
ings and Trust Company. His next 


move was to West Chester, Pa., as 
treasurer of the Farmers and Mechanics 
Trust Company of that city. He subse- 
quently became assistant cashier of the 
Merchants National Bank, Philadelphia, 
Pa., then assistant cashier of the First 
National Bank there, and finally vice- 


president. 

He attended his first A. B. A. con- 
vention in New York in 1904. Since 
then, he has been present at no less than 
twenty-three consecutive meetings. Dur- 
ing most of that time he has been active 
in the affairs of the association. For the 
last twelve years he has served con- 
tinuously either as a member of the ad- 
ministrative council, executive committee 
or on the executive committee or list of 
oficers of the National Bank Division. 
He was one of the incorporators of the 
Association of Reserve City Bankers, is 
past president of the Pennsylvania Bank- 
ers Association, and president of the 


Bank Officers Club of Philadelphia. 


FRANCIS H. SISSON 


Mr. Sisson was born in Galesburg, 
Ill., in 1871, and is a graduate of Knox 
College in that city. He took graduate 
work at Harvard, from which he also 
received the A. B. degree. Most of his 
business career has been in publicity 
work rather than banking. For several 
years he published the Galesburg Eve- 
ning Mail and the Peoria Transcript. 
Twenty-five years ago he went to New 
York, and for a considerable period was 
vice-president and general manager of 
the H. E. Lesan Advertising Agency in 
that city. During the last several years 
he has been a vice-president of the 
Guaranty Trust Company, New York, 
in charge of publicity, advertising and 
public relations. 

He organized, and for five years was 
chairman of, the public relations com- 
mission of the A. B. A. He has also 
been president of the Trust Company 
Division of the association, and is now 
chairman of its publicity committee. 


FRANCIS MARION LAW 


Mr. Law was born in Bryan, Tex., in 
1877, and was educated in the public 
schools, the A. & M. College of Texas 
and the University of Texas. He taught 
in a country school for a short period, 
and then entered the employ of the First 
National Bank of Bryan, remaining 
with that institution as bookkeeper and 
assistant cashier from 1897 to 1908. 
Then he advanced to the Commercial 
National Bank in Beaumont as cashier, 
and in 1910 to the First National Bank 
in Beaumont in a similar capacity. In 
1915 he became vice-president of the 
First National Bank of Houston, and 
was elected to the presidency in 1930. 
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STATEMENT, October Ist, 1931 


The Funds of the Bank are invested as follows : 


Cash in our vaults and on deposit with banks and trust companies, 

payable to us on demand $ 6,946,157.70 
United States Government Bonds 33,139,940.91 
Bonds of various states, cities, counties, etc. ............2200- 46,115,849.62 
Railroad Mortgage Bonds 22,347,384.79 
25,005 First Mortgages on real estate in Kings and Queens Counties 147,410,107.50 
Interest earned but not yet due and payable 2,622,406.44 
Banking Houses 7,783,155.03 
* Other Assets 291,268.44 


TotaL INVESTMENTS $266,656,270.43 
There is due 170,698 depositors $237,194,5 14.62 
There is due 1802 “Xmas Club Depositors 58,131.63 
Other Liabilities 12,218.13 
Taxes 252,768.42 
$237,517,632.80 


Which leaves a surplus at investment value of seve § 29,138.637.63 
to protect depositors against any possible loss. 
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The Banker’s Role in Depression 
and Revival 


By Rome C. STEPHENSON 


President American Bankers Association and Vice-President St. Joseph County Savings Bank, 
South Bend, Ind. 


during the year of my office as 

president of the American Bankers 
Association to travel in the banking 
field from one end of the nation to the 
other. The entire year has been one of 
practically unbroken financial reaction 
and business depression. I have, there- 
fore, seen the banker under unusual 
conditions. Indeed, I sincerely hope 
that none of my successors will have the 
opportunity that I have had to see so 
many of his brother bankers going 
through all of the purgatorial trials on 
the economic calendar. 

As for my immediate successor, I can 
confidently predict that he will not 
duplicate my experience, for I am sure 
that before his term of office will have 
run its course we shall have a very 
different state of affairs in the nation 
than has existed during the past year. 
And to this I add the fervent prayer 
that at no future period in the nation’s 
history will the same weight of business 
cares rest on the shoulders of the 
banker and the business man as during 
the past year. 

For my own part, however, I must 
simply write into the record my im- 
pressions of the banker under condi- 
tions that have tried the mettle of him 
as has no previous period in our busi- 
ness history. I have met the banker 
under these conditions in his bank. I 
have met him in his home. I have met 
with him as a body in his association 
meetings. I have seen him struggling 
with situations created in his bank by 
reason of the fact that many of his 
customers were unable to meet their 
obligations. I have seen him in other 
cases where the business of his com- 
munity has been virtually wiped out 


[' has been my task and my pleasure 


by the withering breath of a drought, 
or by the unfortunate state of the agri- 
cultural pursuits or industrial enter- 
prises upon which the economic pros- 
perity of his particular community 
rested. I have seen him in communities 
whose vitality had been sapped by the 
shift of business from the country to the 
cities. I have seen him confronted with 
the technical condition of a depreciated 
investment account that was built in 
all good faith and all good judgment 
upon the best intrinsic security values 
the nation had to offer. 

I have seen him surrounded in his 
community by an atmosphere of un- 
warranted public distrust based on 
nothing more tangible than the malicious 
gossip of rumor mongers, or on the idle 
repetition of a smart remark about a 
bank peddled among the people by milk- 
men and others with no conception of 
the seriousness of what they were doing, 
or even on nothing but the excitable 
misunderstanding of the banking busi- 
ness by an overwrought foreign deposi- 
tor. And I have seen him, too, facing in 
his bank lobby, anxious or angry or 
panic-stricken mobs of customers whose 
unreasoned hysteria was destroying not 
only the strong financial structure that 
he had built up through years of honest 
and conscientious endeavor and service 
to his city, but also destroying the 
security of their own deposits and the 
business welfare of their own com- 
munity. 


PROUD OF FELLOW BANKERS 


It has been a year of drama and soul 
testing days and nights for the banker 
from one end of the country to the 
other. For into the banks have flowed 
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the products and final results of all the 
business troubles and mistakes from in- 
flated hopes and deflated ambitions, 
from speculative adventures and from 
the more sober business enterprises of 
all classes of our citizens and all kinds 
of industrial and commercial endeavors. 
Into the banks has flowed the sum total 
of these economic troubles and it is 
there in many cases that the final reck- 
oning had to be met, even though the 
banker was little responsible for original 
causes. 

And yet, although such a picture as 
this makes up a large part of my ex- 
periences in travelling about among the 
banks from one end of the country to 
the other during the past year, I have 
come out of it with a renewed faith in 
the strength of our banking structure 
and our banking situation, and a re- 
newed faith particularly in the spirit 
and courage of the men in the banks 
that has enabled them to rise uncon- 
quered over difficulties such as men 
never had to face before, or to accept 
with fortitude misfortunes that were 
beyond human power to prevent. 

When we reflect that the entire 
human economic structure has been 
brought to the verge of ruin under the 
difficulties that have swept over not 
only the nation but the entire world, and 
that the results of events of this kind 
react with particular directness upon the 
stability of our banks and yet how few 
have succumbed, we may well renew 
our confidence in the banks of America. 
When we think also of how many of 
our bankers have stood up under the 
stress and storms of these times and how 
relatively few of them have been proved 
wanting in the series of crises that have 
assailed them, we may well feel a sin- 
cere pride in our fellow bankers. 

And so I come out of this year of 
somber experiences not as a pessimist, 
but as an optimist—as one with a re- 
newed faith and confidence in the spirit 
of his fellow men under overwhelming 
difficulties. And particularly do I come 
out of this year as a banker who is 
proud of his fellow bankers for the un- 
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daunted way in: which they have met 
their part of the great test through 
which the times have put the nation, | 
believe that this year has brought new 
honor to our banking traditions and 
our banking profession and has won 
for the banker new title to the faith and 
trust of all classes of his fellow citizens, 
It is not my intention to engage in 
any way in an effort to offer solutions 
for the great problems that occupy the 
forefront in the public discussions of the 
hour, but there are a few questions now 
confronting the country to which | 
would briefly direct your attention. 


SAVING AND SPENDING 


One question of particular interest to 
bankers about which there seems to be 
an unnecessary amount of confusion is 
the relationship between saving and 
spending. As to the proposition that 
our people should spend instead of sav 
ing, I think we need waste very little 
time. As to the proposition, however, 
that the people should save and spend, 
I think there is something to be said. 

We hear much of future economic 
planning to save the nation from a repe- 
tition of business depressions and dis 
aster and to promote a more stable cycle 
of activity. I know of no better plan 
to suggest for future better times than 
that every wage earner, every family 
and every business throughout the 
country lay down as soon as they are 
able a program of proper saving as the 
foundation of their financial policy. I 
know of no better plan than this to 
build for the nation as a whole a 
stronger economic situation—that is, 
through a common structure of indi 
vidual working, earning and saving. 
And I know of no better plan to revive 
activity in a depression than to spend 
a proper volume of past savings to keep 
the momentum of business going. But 
unless there are savings in prosperity 
there cannot be spending during depres 
sion. 

Those who practiced this plan during 
the past period of prosperity have a 
security and a protection against pres 
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ent adversity that could be provided in 
no other way. Those who did not are 
the ones who are now most dependent 
upon others. The great masses of our 
people create and are entitled to the 
major portion of the nation’s wealth but 
unless they save a goodly part of their 
earnings above what the daily require- 
ments of life compel them to spend they 
cannot make permanent and secure for 
themselves these great fruits of their 
economic endeavors. 

If there had been more preaching of 
this doctrine when it was more feasible 
to put it into effect than it is now, there 
would be less depression and less finan- 
cial insecurity today. However, while 
there should have been more emphasis 
on saving during prosperity, at least a 
slight measure of the emphasis today 
might properly be the other way, at 
least to the extent that those who can 
safely do so may well increase their 
spending instead of overdoing their sav- 
ing. While millions of our people have 
suffered the loss of their jobs or an im- 
pairment in money wages through cuts 
and part-time work, and while many 
business men have seen their earnings 
fail, still there are many million who 
have not suffered seriously in respect to 
the real purchasing power of their in- 
comes. If we listened to all the scare 
stories of the day, one might get the 
impression that everybody was out of a 
job and nobody's business was earning 
anything. The depression has got on 
everyone’s nerves so much that there is 
an epidemic of pocketbook paralysis. 
Many of our people are economizing 
extravagantly and millions who are per- 
fectly able to continue a normal pro- 
gram of prudent buying are curtailing 
their expenditures beyond reason. 

Of course, the sum total of this un- 
reasonable curtailment of spending is 
an economic influence contributing to 
the stagnation of trade. By the oppo 
site token, I believe the resumption of 
normal spending on the part of those 
who are able to do so would be an im- 
portant tonic toward the stimulation of 
trade. I do not mean by this that we 
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should have indiscriminate spending 
merely for the sake of spending, but 
the very motive power of our economic 
life is the interchange of goods, and 
unless we have that we cannot have 
prosperity. 

I strongly believe that we are at that 
point in the depression stage of the 
business cycle that any sound stimulat- 
ing influence will start a real movement 
in the direction of a return toward 
prosperity. So much of the weakness 
of the old state of affairs has been liqui- 
dated, so many maladjustments cor- 
rected and such large volumes of our 
consumers’ goods have been used up or 
worn out, that the pressure of necessi- 
tous purchases must sooner or later be 
felt. When that time definitely comes 
we may consider it the first impulse of 
a new era of normal business. 


THE RIGHT RELATIONSHIP 


Looking toward the lonzer future, I 
am convinced that the most constructive 
action that can be taken toward bring- 
ing about greater stability in our busi- 
ness life is the development of a more 
balanced attitude in the minds of all of 
our people in regard to the right rela- 
tionship between saving and spending. 
The time to really save is during a 
period of steady earnings and high 
prices, and the real time to spend is 
during a period of stagnant trade and 
low prices. There is more practical 
workable economics in the centence, 
“Save during prosperity so as to be able 
to spend during depression,” than in a 
whole library full of charts and tables 
and books on political economy. 

Spending extravagantly in a period 
of high prices merely means to drive 
prices higher and to get less and less for 
your money, and the inevitable result is 
enforced curtailment of buying, a re- 
cession of trade and a stagnation of in- 
dustry. This results in a revision of 
prices downward to a proper relation- 
ship with real value, and those who 
were wise and saved when prices and 
incomes were high are in a position to 
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spend and reap the full intrinsic pur- 
chasing power of their earnings in a 
period like the present when prices are 
lower. 

I do not believe that it is an impos- 
sible dream to bring about an era of 
more intelligent spending and economic 
planning on the part of the masses of 
our people. It is not impossible to 
change the habits of the population. We 
have done it in many other lines. We 
have improved the habits and promoted 
the health of the nation in many ways 
by consistent programs of advertising 
and education that have brought about 
better hygienic understanding and prac- 
tices. The medical profession has 
virtually banished the scourge of some 
diseases by persistent, intelligent cam- 
paigns of preventive sanitary measures 
and inoculations, requiring new under- 
standings, new attitudes among many 
millions of our people. A large part of 
the evolution of public health improve- 
ment has naturally developed also 


through the intelligent advertising of 


many products that have to do with 
bodily care. I refer to the manufac: 
turers and distributors of such things as 
more healthful shoes, more effective 
toothbrushes, food products with more 
wholesome values of nutrition and 
countless other practical ideas that have 
become commonplaces of our daily busi- 
ness life—and that have become a part, 
too, of the very texture of the personal 
habits and health of great masses of our 
people. 

If it has been good advertising and 
good business for so many of our na- 
tional producers to spend millions of 
dollars thus to inculcate new habits of 
personal hygiene and personal care, is 
it not good business and good advertis- 
ing for our banking interests to lay 
similar stress during the next period of 
prosperity upon better financial habits 
and customs of our people? Bankers 
above all are interested in stable, whole- 
some business. They have the most to 
gain by a state of sound financial health 
among the people, and most to lose by 
epidemics of economic maladies such as 
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have swept the country during the past 
two years. 

I, therefore, commend to our bankers 
contemplation of the thought that a 
major part of their public relations and 
advertising and financial advice during 
the period that lies ahead should be not 
primarily getting new customers but 
primarily the inculcation of sound per- 
sonal financial habits. I know of no 
method for planning for the economic 
future welfare of the country that 
would be more effective than this in 
maintaining the nation’s business health 
and vigor, and I believe the most effec 
tive time to carry this out is during the 
rush of prosperity, even though the 
temptation for pure sales promotion is 
then the strongest. 


HUMILITY AND TOLERANCE URGED 


Analyze as much as we will the eco- 
nomic causes and reactions of our na- 
tional life, a basic source of the events 
of a period is the spirit of the times. I 
bespeak for the future, therefore, a 
greater spirit of humility in success and 
of tolerance in adversity. These are the 
attributes of neighborliness that are un- 
equalled in their power to smooth the 
ups and downs of life. 

During the period of our prosperity 
too much boastful pride in achievement, 
grasping for power, conceit over suc’ 
cess that often enough was brought by 
nothing more substantial than an infla- 
tion of false values rather than the crea- 
tion of true qualities—with these un- 
sound elements was too much of the 
spirit of those times imbued. They 
created unwholesome discontent, morbid 
envy and loss of faith in old standards 
among our people. They led to over’ 
reaching aggrandizement among our in- 
dustrial and commercial organizations. 
They caused blindness among us all as 
to economic realities. Would not greater 
humility during those davs of our great 
success have been a stabilizing influence 
—would it not have been a powerful 
influence in fortifying us against the 
davs of adversity? 

And during these days of adversity 
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too little has the spirit of the times been 
ruled by the neighborly quality of help- 
ful tolerance. Impatient blame has placed 
the cause of our troubles in the deeds 
of others rather than ourselves. Ac- 
cusations have been loud that some class 
or some interest was seeking to sacrifice 
the welfare of our people for its own 
ends. Failure to prevent unavoidable 
readjustments in our economic relation- 
ships has been charged against those 
who were powerless against these world- 
wide forces. Intolerance such as this 
has entered too largely into the spirit of 
these troublesome times—and added to 
the instability of the period and the 
difficulties of dealing with the problems 
it presents. 
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And so I say, study as we will good 
business methods, scientific economic 
principles or sound governmental poli- 
cies, let us study too the part our na- 
tures play in the course of events. When 
we enter another period of prosperity— 
as we surely will—let us both as indi- 
viduals and as a nation do so with a 
humble spirit—and let us keep it humble 
no matter what success attends our 
efforts. And while the present period 
of adversity still lingers, let us approach 
our task of rehabilitation with that 
spirit of tolerant confidence in the good 
intentions of one another that can alone 
bind a people together in a common 
cause. 


Committees Named for New Year 


CoMMITTEES and commissions of the 
American Bankers Association to serve 
under the new administration have been 
appointed. 


The administrative com- 
mittee, headed by Mr.- Haas, the new 
president of the A. B. A., includes the 
oficers of the association, the new presi- 
dents of the various divisions and sec- 
tions, and the following: Henry J. 
Mergler, assistant treasurer Fifth Third 
Union Trust Company, Indianapolis; A. 
J. Mount, president Bank of America 
National Trust & Savings Association, 
San Francisco; A. D. Simpson, vice- 
president National Bank of Commerce, 
Houston; Rome C. Stephenson, vice- 
president St. Joseph County Savings 
Bank, South Bend, Ind.; C. E. Tiffany, 
president Fauquier National Bank, War- 
renton, Va.; and Walter Tufts, president 
Worcester County National Bank, 
Worcester, Mass. 

Charirmen of the other committees 
and commissions are as follows: 


Bankruptcy committee—M. R. Sturde- 
vant, vice-president First National Bank, St. 

uis. 

Committee on Federal legislation—Robert 
V. Fleming, president Riggs National Bank, 
Washington, D. C. 

‘Fiftieth Anniversary Committee—Lewis E. 
Pierson, chairman of board Irving Trust 
Company, New York. 


Finance committee—Francis H. Sisson, 
vice-president Guaranty Trust Company, 
New York. 

Foundation trustees—Leonard P. Ayres, 
vice-president Cleveland Trust Company, 
Cleveland, Ohio. 

Insurance committee—W. F. Keyser, sec- 
retary Missouri Bankers Association, Sedalia, 
Mo. 

Committee on membership—George V. 
Drew, vice-president Chase National Bank, 
New York. 

Committee on state legislation—Walter L. 
Dunham, president Detroit Savings Bank, 
Detroit, Mich. 

State legislative council—Mr. Dunham. 

Special committee on Section 5219 U. S. 
Revised Statutes—Thornton Cooke, president 
Columbia National Bank, Kansas City. 

Committee on taxation—Mr. Cooke. 

Agricultural commission—H. Lane Young, 
executive manager Citizens & Southern Na- 
tional Bank, Atlanta. 

Bank management commission—C. A. 
Chapman, president First National Bank, 
Rochester, Minn. 

Commerce and marine commission—Fred I. 
Kent, director Bankers Trust Company, New 
York. 

Economic policy commission—R. S. Hecht, 
president Hibernia Bank & Trust Co., New 
Orleans. 

Public education commission—John H. 
Puelicher, president Marshall & Ilsley Bank, 
Milwaukee. 

Public relations commission—William G. 
Edens, vice-president Central Republic Bank 
& Trust Co., Chicago. 





State Bank Division Meeting 


Dual Banking System Defended — Elements of Good Bank Man- 
agement— Account Analysis and Service Charges— 
Survey of Personnel Policies 


HE State Bank Division is peren- 
nially the apostle of better bank- 
ing. Perhaps this is but the natural 
result of the heavy 
state banks, in good times as well as 
bad. Whatever the cause, one finds, 
year after year, that the programs of 
this division give primary attention to 
improving the technique of their mem- 
ber banks. At the meeting on Monday 
afternoon, October 5, this year, three of 
the four addr were devoted to 
various aspects of bank management. 


mortality among 


M. Putin BEEBE 


President Bank of Ipswich, S. D., and 
retiring head of the State Bank Di- 
vision. 


One paper surveyed the whole field in 
a general way; a second explained, in 
some detail, the method of calculating 
account costs and how to present the 
idea of a service charge to customers: 
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and the third took up the matter of 
reducing expenses through securing the 
co-operation of employes. It is neces: 
sary and desirable that these subjects 
should be presented repeatedly, in dif- 
ferent garb, to gain a gradually wider 


© sacuracn 
Fettx M. McWHIRTER 


President Peoples State Bank, Indian- 
apolis, Ind., who was elected president 
of the State Bank Division. 


circle of acceptance. This is the surest 
way of strengthening our banking struc: 
ture. 


VALUE OF TWO BANKING SYSTEMS 


The recent agitation by Comptroller 
of the Currency Pole for the supremacy 
of the national banking system has ap’ 
parently caused much concern among 
state bankers. Practically the whole of 
the address of President M. Plin Beebe, 





NL 


THE BANKERS MAGAZINE 


[eae UUE UIE EIEEI NID IED EI NEIEIEEEEEESSESSET 


president Bank of Ipswich, Ipswich, 
§ D., was devoted to a discussion of 
this proposal. Mr. Beebe was prevented, 
by illness, from attending the conven- 
tion, but his address was read by his 
son, E. C. Beebe. 

Two reasons have been offered by 
Comptroller Pole for his belief that a 
single banking system would be desir- 
able: First, that the commerce of the 
United States, to be financed in an 
orderly manner, must have a uniform 
system of banking under Federal super- 
vision; second, that the Federal Govern- 
ment cannot rely upon the voluntary 
co-operation of state banks and trust 
companies for the execution of a na- 
tional policy. 

To these Mr. Beebe’s reply was: 
“While it is true the Government can- 
not absolutely rely upon the voluntary 
execution of a national policy by state 
chartered institutions, as might be in- 
terpreted by the Comptroller or the 
Federal Reserve Board, on the other 
hand, we find that, since the installation 
of the dual system of banking, our Gov- 
ernment has had little trouble in financ- 
ing itself at times when the execution of 
a national policy was essential. In the 
recent war when our financial resources 
were under such great stress, with few 
exceptions, state chartered institutions 
met their full share of their responsibili- 
ties as interpreted not only by the sev- 
eral states, but by the Federal Reserve 
System. 

“There is one fundamental factor 
that is not commonly emphasized and 
that is state rights. Each separate 
sovereign state unquestionably has the 
fundamental right to control its own 
financial background without undue in- 
terference. It is a sacred right that 
should be jealously guarded and should 
not be hampered with congressional 
authority. Our country is too large, 
distances too great, and its interests too 
widely diversified to expect one banking 
system to be so versatile as to deal with 
so complex a situation efficiently. 

“Furthermore, two systems insure 
healthy competition and cause each sys- 


tem to seek and employ the most efhi- 
cient methods and cost of operation. 
Each system acts as a counterbalance 
against the other. There is never any 
danger of one system establishing the 
policy for all, except in the defense of a 
common cause. It is my belief that we 
will continue to have forty-eight sov- 
ereign states for a long time and that 
they will continue to direct their bank- 
ing as before. There is a definite place 
for both systems. All we need now is 
patience and courage to restore confi- 
dence in our American institutions and 
opportunities.” 


WHY BANKS FAIL 


With this introduction, the division 
took up its main problem of better 
banking which occupied the rest of the 
session. Fred W. Ellsworth, vice-presi- 
dent Hibernia Bank and Trust Com- 
pany, New Orleans, La., was heard first. 
“Bank Management—Yesterday, Today 
and Tomorrow” was the topic. “At the 
bar of public opinion,” he said, “bank 
management is certainly on trial. The 
fact that 6968 banks have closed their 
doors during the past decade, causing 
considerable temporary loss and incon- 
venience to their respective communi- 
ties, compels us to pause and inquire as 
to the cause of the deluge, and to as 
certain, if possible, what measures can 
be taken to prevent its recurrence.” 

“Of course,” commented Mr. Ells- 
worth, “bad bank management to a 
greater or less degree is a contributory 
cause in nearly all bank failures, for 
most banks have remained open and 
solvent in the same communities where 
other banks, subject to identical condi- 
tions, have passed out of the picture.” 


JUST WHAT IS BAD MANAGEMENT? 


The most conspicuous place where a 
maior weakness becomes evident, he ex- 


plained, is in the loan department. Un- 
wise management often shows up there 
in lack of diversification, too much con- 
centration on a few borrowers, inade- 
quate collateral for secured loans, failure 
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to insist on financial statements on un- 
secured loans, too many long term loans, 
too much capital financing, lack of a 
seasonal schedule of maturities, inade- 
quate compensating balances, and too 
many loans to duplicate borrowers. 
There is much to be said for the “hard- 
boiled” policy as to loans. It is better 
for a community to have strong, solvent, 
hard-boiled banks, than to have weak, 
easy-going banks that ultimately blow 


up. 

"Closely allied to this aspect is the 
matter of secondary reserves. ‘Those 
who have had occasion to examine and 
analyze the portfolios of failed banks 
during the past several years have dis- 
covered that in altogether too many in- 
stances the portfolio of secondary re- 
serves carried too large a percentage of 
perfectly good bonds that enjoyed a re- 
stricted market or no market at all, with 
the result that when quick liquidation 
was necessary the bank found itself in 
the embarrassing position of holding 
securities that were frozen.” 

Another fault of -management has 
been that, in the desire for growth, 
banks have “revelled in a wild orgy of 
service, regardless of cost or profit. It 
is infinitely more profitable to the com- 
munity to pay for a bank service than 
to pay for a bank failure.” 

Finally, good management dictates a 
rational personnel policy to hold down 
turnover, a well-organized credit de- 
partment, and the payment of moderate 
rates of interest on commercial and sav- 
ings accounts, depending on the in- 
come produced by those accounts. 


STEPS TOWARD IMPROVEMENT 


“Now, having at least partially diag- 
nosed the illness of the patient, what 
sort of remedies are to be prescribed? 
First and foremost are the better bank 
management conferences which are held 
annually in all parts of the country, 
and which have been singularly success- 
ful from the standpoint of attendance, 
constructive discussion, and concrete re- 
sults.” Second is the preparation of 
boo!lets on bank management problems 
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by the best authorities available, which 
are distributed to the entire member- 
ship of the association. Lastly, there is 
the excellent work along these same 
lines by the state bankers’ associations. 

“It is my firm conviction,” Mr. Ells- 
worth concluded, “that tomorrow 
American banking and American bank- 
ing practice will develop a higher stand- 
ard than ever before in our history, with 
the result that we shall be able to serve 
our communities adequately, compe- 
tently, safely, and with honor and profit 
not only to the banks themselves, but 
to our great army of customers for 
whom after all the banks are founded.” 


SERVICE CHARGES AND THE CUSTOMER 


Of the elements of good bank man- 
agement discussed above, the most im- 
portant at the present time is analysis of 
accounts, if one may judge from the 
address which followed Mr. Ellsworth’s. 
Entitled “Measured Service Charges 
Installation, Operation, and Results,” it 
was delivered by Fred B. Brady, vice- 
president Commerce Trust Company, 
Kansas City, Mo. “Our major problem,” 
he began, “is buying funds at a fair 
price and selling them at a reasonable 
profit. We must solve some accurate 
way of fixing a cost price on our de- 
posit funds and the expense in getting 
returns from the employment of these 
funds. We must refine this evaluation 
to a point where it can be applied to any 
one depositor. 

“In placing-a proper and measured 
service charge on bank activity, it is 
never made with the idea of penalizing 
a customer. It is a means of equaliza- 
tion between customers. In making this 
explanation to your customer, it is often 
necessary to start at the beginning. 
One must explain to him the labor in- 
volved in handling a deposit, sorting, re- 
sorting, listing, indorsing, mailing, post- 
ing. One must mention the machine 
power, the stationery, the postage neces- 
sary. One must measure off the number 
of days it takes to collect out-of-town 
checks, explaining that to let him check 
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against the float is simply lending money 
in another form. 

“When all of this is done, he must 
be shown how a bank makes its money 
on loanable funds; how these funds are 
the result of deducting the float and 
the legal reserve requirements from his 
balance, and that these items deducted 
are non-earning. Mr. John Public will 
then ask you how you know the cost of 
handling these items, and then with 
your yardstick of costs and expenses 
you proceed to show him. 


HOW COSTS ARE COMPUTED 


“In arriving at per item costs, we 
proceed first by an allocation or dis- 
tribution of general expense to each de- 
partment. Every bank keeps an expense 
account showing the items in detail and 
from this account departmental expenses 
are easily obtained and classified. I 
think it most advisable that indirect ex- 
penses be eliminated by unloading them 
into the direct expenses in some fair 
manner and in a manner peculiar to 
your bank. For instance, if the credit 
department is 5 per cent. of total direct 
expense, then it should absorb 5 per 
cent. of the indirect expenses shown on 
the chart.” 

Now for the actual computation of 
the per item cost. 

“With the unit of a second of time 
for our purpose we find out just how 
many seconds it takes to handle a de- 
posit, a check on ourselves, a clearing 
item, an out-of-town item, etc. These 
seconds for handling each item or any 
other unit you might use, multiplied by 
the number of items in each classifica- 
tion handled, carried out and totaled 
will give you the number of seconds for 
handling all these items. Thus the pro- 
portionate part of the total expense can 
be divided as to each class of items han- 
dled. This proportionate expense di- 
vided by the number of items will give 
the per item cost in commercial banking. 
We have therefore arrived at the per 
item price we have paid for funds in 
this division.” 

There are two other classifications of 
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expense—fund conversion and main- 
tenance. Fund conversion expenses are 
those of the credit and discount cepart- 
ments plus an: amount c” indirct ex 
pense measured by the time expenced by 
lending and investment officers in han- 
dling these funds. The conversion cost 
is applied as so much per thousand dol 
lars of net funds per month. “Main- 
tenance expense divided by the number 
of accounts will give you the cost per 
account. This covers the cost of carry- 
ing an account on the active books, ex 
clusive of any activity in the account. 

“A banker, before dealing with a cus 
tomer with regard to an unsatisfactory 
bank account, may well study, intimately, 
every feature of that customer's re 
lationship with the bank and should be 
prepared to discuss not only the bank’s 
angle in the matter but also the cus 
tomer’s. Then when the time arrives 
for action the banker should enter the 
discussion with the determination to end 
the loss in that particular account and 
should stop at nothing short of that, 
else the negotiation is futile. I assure 
you the results are worth the effort. The 
banker who buys his funds right, handles 
his overhead expenses right, and sells his 
service and credits right, will make 
money.” 


MAN POWER IN BANKING 


Another aspect of bank management, 
under the above title, was discussed by 
Allard Smith, executive vice-president, 
The Union Trust Company, Cleveland, 


Ohio. Mr. Smith was prevented, by a 
late arrival, from delivering his address 
in person. It was read for him by his 
associate, L. H. Fisher, vice-president of 
the same institution. The talk grew out 
of a questionnaire study made by the 
bank management committee of the ax 
sociation, and published in full in a 
booklet on ‘Man Power in Banking In 
stitutions.” 

“Our questionnaire,” Mr. Smith had 
written, “was of necessity long, contain 
ing some 120 individual questions. We 
endeavored to cover all phases of this 
important subject. It began with the 
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question, “Do you maintain a separate 
department to take care of personnel re- 
lations?” and then went on to such sub- 
ects as qualifications for new employes, 
centralization or lack of centralization of 
service departments, methods of promo- 
tion, methods of selection of junior 
oficers or branch managers, extent of 
support of educational classes, employe 
education with respect to customer rela- 
tionship, salary adjustments, job analysis, 
honus systems, vacations and sick-leave 
rules, welfare activities, health depart- 
ments, insurance plans, stock purchas- 
ing plans, pension plans, and finally 
questions concerning employes’ partici- 
pation in new business activities. 

“An analysis of the answers led im- 
mediately to the following interesting 
conclusion: There is no uniform policy 
among banks for the development of 
man power within their individual or- 
ganizations. Bank practice with respect 
to operating details has become remark- 
ably well standardized all over the coun- 
try. But with respect to personnel 
policy, each bank apparently has de- 
veloped in its own peculiar way. Bank- 
ers, presumed to be advisers to other 
business executives, should have de- 
veloped a more comprehensive policy 
and practice than is evidenced by this 
study. The co-ordination of employes 
into a smoothly functioning personnel 
staff is an essential qualification for suc- 
cessful bank operation. The American 
Bankers Association has, I believe, lagged 
behind with respect to the personnel 
side of the business. 

“In the answers which the various 
banks made to questions regarding pro- 
motions, selections of officers, and the 
like, there was not only a lack of uni- 
formity, but there did not seem evidence 
of any purpose to develop any sort of 
training school for future management 
—and so I think this problem, too, is 
something which could well be taken up 
and studied by this association. 
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“I respectfully suggest, therefore, that 
a special committee be appointed under 
the auspices of the bank management 
commission, to study further into the 
general question of man power in bank- 
ing, with the hope that this committee 
can bring to us, a year from now, definite 
recommendations as to specific ways and 
means whereby man power in banking 
can be more efficiently developed, pres- 
ent weaknesses in personnel methods 
corrected, and broader experience and 
greater incentive assured for those who 
will constitute the bank management of 
tomorrow.” 


NEXT YEAR’S OFFICERS 


At the close of the meeting the fol- 
lowing officers were elected to serve for 
the ensuing year: President, Felix M. 
McWhirter, president Peoples State 
Bank, Indianapolis, Ind.; and _ vice- 
president, L. A. Andrew, president 
Citizens Savings Bank, Ottumwa, Iowa. 

The following were elected members 
of the executive committee: Frank T. 
Hodgson, cashier Farmers and Mer- 
chants Bank and Trust Co., Hannibal, 
Mo.; F. O. Burney, president Reliance 
Bank & Trust Co., Chicago, IIl.; and J. 
M. Kinard, president Commercial Bank, 
Newberry, S. C. 


FELIX M. MCWHIRTER 


Mr. McWhirter is of the second gen- 


eration in a family of bankers. Born in 
Greencastle, Ind., in 1886, he attended 
public schools and Depauw University. 
Then he went to work in the Peoples 
State Bank, Indianapolis, which his 
father founded. Since 1915 he has been 
its president. He is ex-officio a member 
of the executive council and the bank 
management commission of the associa- 
tion; also ex-officio a member of the 
State Bank Division’s committee on the 
Federal Reserve System and the execu- 
tive committee. 





A Monument 
to Philadelphia enterprise 


The Packard Building, twenty-four story home of the Pennsylvania Com- 
pany, towering above the Philadelphia skyline, is a monument to the in- 
tegrity and enterprise of an institution that for one hundred and nineteen 
years has steadfastly proved its capacity for the highest responsibilities. 
For one hundred and nineteen consecutive years this Company has never 
failed to pay a dividend, despite the wars, crises and financial upheavals 
through which the country and the world have passed. 


Since 1872 the Pennsylvania Company has devoted its entire attention to 
Banking, Trust and Safe Deposit business. 
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The Pennsylvania Company 
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National Bank Division Meeting 


Current Banking Trials Listed—Sound Loaning Requires Knowl. 
edge of Borrower’s Business — Commercial Banks Must 
Keep Liquid— National Bank Crusade Suggested 


gram of the convention was that 

of the National Bank Division, on 
Tuesday afternoon, October 6. It was 
neither too specialized nor too diverse. 
It could not be charged that it devoted 
most of the time to one topic, as did one 
division; or that it dissipated its energy 
among a large number, as did another. 
It steered a careful middle course. There 
were addresses on a variety of subjects, 
but they all had a definite relation to 
current problems in national banking. 


Pram of the best balanced pro- 


W. WALTER WILSON 


President First Milton National Bank, 
Milton, Pa., who was elected president 
of the National Bank Division. 


The speeches were generally high grade 
—not too long, carefully thought out, 
logically presented. If they contained 
little that was new, they emphasized 
much that is important and valuable. 
Whoever arranged the program deserves 


commendation in recognition of its ex- 
cellence. 


BANKING TROUBLES ANALYZED 


President Edmund S. Wolfe, presi: 
dent First National Bank & Trust Co., 
Bridgeport, Conn., opened the meeting 


EpMUND S. WOLFE 


President First National Bank & Trust 

Company, Bridgeport, Conn., who was 

president of the National Bank Di- 
vision during 1931. 


with a concise and honest survey of the 
difficulties which bankers are facing. 
“Banking troubles are twofold,” he said, 
“one on each side of the balance sheet. 
Assets are weakened by general price 
and earnings decline. Hardest hit are 
railroad bonds and real estate mortgage 
loans. Widespread commercial failures 
have left in bank portfolios notes of 
questionable value. Heavy declines in 
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security and commodity prices and earn- 
ings have left notes with insufficient col- 
lateral. The drop in the price of foreign 
securities, deposits frozen in other banks 
by failures, and signs of weakening of 
municipal bond prices, due to tax de- 
faults, are other troubles among the 
assets of banks. 

“Simultaneously, banks are being 
drained of their funds. Depositors are 
frightened by hearing of banking difh- 
culties, by bank failures, and by multi- 
tudinous rumors. Deposits have been 
withdrawn and hoarded in almost un- 
paralleled amounts in some sections of 
the country. Foreign depositors have 
needed their own funds, have with- 
drawn hundreds of millions of dollars. 
All this has occurred just at the time 
when assets are most difficult to con- 
vert to cash to meet this demand. 

“The best banks have rapidly done the 
obvious thing of seeking liquidity, many 
in advance of the need. They have 
pressed for repayment of loans, have 
sold weaker bonds as rapidly as possible 
in a thin market, and have declined to 
make any but the most liquid new loans. 
Business dullness has made good com- 
mercial paper scarce, and they have put 
funds into U. S. Government and a few 
cther highest grade bonds, and into other 
hanks. 

“Cash and government bonds give a 
very low income. So bank earnings 
have declined rapidly. Lower earnings 
necessitate every possible step to cut 
costs, and banks, like other business, are 
cutting deeply. The chief cost is inter- 
est payments, and depositors are receiv- 
ing less and less. 

“All of this is fully recognized and 
we are fortunate to be able to: gather 
here today to discuss these problems. 
It is our privilege, our duty, and our 
purpose to give dispassionate thought to 
methods by which banking is conducted 
and try to devise means for the achieve- 
ment of greater stability. If it is found 
that policies can be improved, they must 
be changed. Whatever wasteful prac- 
tices are followed must be cast out. 
Whatever betterments can be installed 
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they must be adopted, even thoug) they 
may involve changes of considerable 
magnitude and differ rather maicrially 
from present usages. We are bound to 
search them out and adopt them. And 
this is exactly what our program has 
been. 


IMPROVEMENTS FOR NATIONAL BANK 
CHARTERS 


“In addition, the National Bank Di 
vision feels a responsibility of another 
character, but highly important also in 
its contribution to bank stability. Clearly 
one of the means really essential and 
necessary to this end is the preservation 
of the national banking system. It 
would be very disquieting to have no co- 
ordinated banking force to support agri- 
culture and commerce and industry and 
to exert its power concertedly in times 
of need. With this in mind, and spurred 
on by a realization of the steady de 
crease in the number of national banks 
and the consequent lessening of their 
influence, the National Bank Division 
undertook a study of the laws under 
which its banks are conducted with a 
view to suggesting amendments which 
would restore the former relative posi- 
tion of the national system. There are 
some which the division feels would add 
to the attractiveness of national charters 
without sacrificing essential safeguards. 
They include: 


“1. Changes in computing the reserves 
required to be carried. 

“2. Optional Federal Reserve mem: 
bership for national banks with capital 
of less than $50,000. 

“3. The continuation of the circula: 
tion privilege now enjoyed by national 
banks, and the investment of additional 
government bonds with the eligibility to 
secure national bank notes. 

“4. Permission, with certain limita 
tions on the amount of the investment, 
for a national bank to own 66 2/3 perf 
cent. or more of the stock of a securities 
or an investment company or a trust 
company. 

“5. Inclusion of trust powers in the 
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charter, with certain limitations as to 
capital requirements. 

“Still another element which seemed 
to militate against the retention of 
national charters was the uncertainty 
over the succession of trust powers and 
appointments in the consolidation of 
banks. The state associations succeeded 
in having a number of bills introduced 
and in securing their passage in twelve 
states. Similar amendments are expected 
to be urged next winter in such states 
as have legislative sessions then. All of 
these matters are a part of our legislative 
program and will be followed as oppor’ 
tunity permits.” 


NECESSITY FOR MORE FACTS ABOUT 
BORROWERS 


The next address was on “Involuntary 
Partnerships Through Competing for 
Loans.” Although the speaker, Guy P. 
Miller, is a member of the accounting 
firm of Searle, Miller and Company, 
New York, he emphasized throughout 
his address the necessity of getting be- 
hind financial statements if loans are to 
be made on a conservative basis. Even 
with secured loans banks frequently 
come to grief because of failure to in- 
vestigate carefully enough. He cited 
the example of a manufacturer who, 
when the value of his collateral shrank, 
pledged a large amount of the capital 
stock of his own company. The bank 
accepted the latter at the manufac- 
turer's valuation. When the com- 
pany was forced to reorganize the 
bank found not only that the stock was 
worth considerably less than the figure 
at which it had been valued in the loan 
account, but also that through loans to 
other officers of the company, it actually 
held control. That control was pur- 
chased at a price greatly in excess of the 
value of the reorganized company. 

Similar examples can be found among 
unsecured loans. In general, there is a 
tendency to place too much reliance on 
the reputation of the borrowing com- 
pany and its financial statement. Citing 
a number of losses thus incurred, Mr. 
Miller generalized: “In these cases all 
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too often the banker’s judgment proves 
unsound because he makes the loans 
from his desk, takes the borrower's word 
or is satisfied with the routine report of 
his credit department—the net result 
being lack of all the facts. 

“Why has the banker hesitated about 
securing this type of vital facts? It 
cannot be because he has not realized 
the necessity of having them. His fail- 
ure must largely arise from the mistaken 
idea that he can better afford to take a 
chance than possibly to offend the cus- 
tomer and drive him to the bank down 
the street.” 

In part, this situation can be met by 
bank co-operation through clearing- 
house associations, regional credit bu- 
reaus, and the like. Regular audited re- 
ports. also help, although these are open 
to the objection of being made for the 
borrower and often failing to call at- 
tention to facts which would certainly 
raise an objection but which would be 
useful to the banker. But “a wise de- 
cision can only be made by getting back 
of the financial statement and into the 
borrower's place of business.” 

“Before making a loan to a manufac- 
turer today,” he concluded, “the banker 
should estimate more carefully than ever 
before the future financial requirements 
of the business, the probable necessity 
for additional permanent capital and 
what the prospects are for securing it. 
It is essential that banks today make a 
study of the situation of each of their 
industrial borrowers, so as to be pre- 
pared to function wisely for the good 
of the community, the best interests of 
the borrower, the welfare of depositors 
and stockholders. This means a reasoned 
plan of procedure, more co-operation 
between banks, and a definite policy re- 
garding all commercial loans. But the 
first requisite is an intimate knowledge 
of the borrower's business. Otherwise 
the result will be involuntary partner- 
ships.” 


COMMERCIAL BANKING PROBLEMS 


Speaking on “The Function of the 
Commercial Bank,” Eugene M. Stevens, 
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chairman Federal Reserve Bank of Chi- 
cago, Ill., briefly went over the orthodox 
theory on this subject. “It will be 
agreed,” he began, “that the primary 
functions of a commercial bank are to 
receive deposits and to grant credits. 
The banker’s responsibility to his de- 
positors comes first, to keep his funds so 
liquid that they may be withdrawn 
at any time. The theoretical credit 
function of the commercial bank is to 
furnish temporary capital for the move- 
ment of goods between the producer and 
consumer, and from the stage of raw 
material to that of finished products. 
Too many banks have departed from this 
function and have resorted to capital 
financing. In particular, there has been 
a deal of loaning on mortgages or real 
estate equities. 

“I do not need to say to this audience 
that these last years have demonstrated 
that many of such loans have been 
about the most unliquid asset which a 
bank could carry, and also that the 
safety of principal itself has frequently 
suffered in the declining value of the 
security behind it. A large proportion, 
indeed I venture to say a large majority, 
of the bank failures in the last ten years 
may be directly traceable to their in- 
vestments of this character. Indeed, the 
situation in real estate values may be 
said to be one of the vital factors in the 
present depression. Is it not obvious 
that the banking system has been carry- 
ing far too large a proportion of the 
burden of the country’s real estate fi- 
nancing, and that henceforth other 
agencies must be depended on to take 
over this load? 

“If it is essential, therefore, that com- 
mercial banks should offset their demand 
and short-time obligations with self- 
liquidating commodity and commercial 
assets and should leave the long-time 
loans to the investment banking field, the 
query arises as to where under present 
conditions the bank, whether urban or 
rural, may find a sufficient outlet for the 
employment of its deposits? 

“The corporation which formerly bor- 
rowed seasonally from its bank on com- 
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modities has in numerous instances fi- 
nanced itself permanently by the sale of 
its stocks and bonds. That corporation 
no longer borrows from its bank, it is 
more likely at certain seasons of its year 
to be competing with the bank as a 
lender of money. Again, the marked 
tendency toward concentration of indus- 
try into large units has diverted the bor- 
rowings of the plant in the smaller cities 
from the local bank to the corporation’s 
metropolitan banking connections. Fur- 
thermore, there has been a marked in- 
crease in the competitive credit facilities 
outside of the banking system, such as 
instalment finance companies. 


SOME SECURITY LOANS AND PURCHASES 
NECESSARY 


“IT am aware that I have not an- 
swered the difficult question as to what 
the commercial bank may find as an in- 
vestment for its surplus funds. The 
public investment in corporate securities 
and the consequent lack of commodity 
paper seem to make it necessary for 
banks to make loans with securities of 
this class as collateral. This should be 
done warily and with a view to the avail- 
ability of such loans under emergency 
conditions. By their nature they cannot 
be eligible for rediscount at the Federal 
Reserve banks, and the same emergency 
which demands their payment often 
makes the calling of them dangerous to 
the general situation. 

“A very substantial field of invest- 
ment is afforded by the United States 
Government securities, which not only 
have ready markets but which, under 
the Federal Reserve Act, may be used 
by member banks of the system as col- 
lateral to loans with the Federal Reserve 
banks and therefore have excellent 
liquidity as a secondary reserve. There 
is a growing market in bankers’ ac- 
ceptances, which are directly a form of 
commodity financing, and eligible and 
liquid. 

“The objection that assets of the char- 
acter which have been mentioned. yield 
but low returns in interest,” he con- 
cluded, “must be met with the assertion 
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that, in so far as this may not be offset 
by lower rates of interest paid on de- 
posits, by increased service charges and 
reduced operating costs, a bank cannot 
afford to sacrifice safety for earning 
power.” 


THE DECLINE OF THE NATIONAL BANK 


The final speaker of the session, Frank 
P. Bennett, Jr., editor United States In- 
vestor, Boston, Mass., was introduced as 
a greater partisan of the national bank 
system than any officer of any national 
bank. His subject was “What Steps 
Will Assure the Future of National 
Banking?” “Every comptroller,” he 
said, “for the past several years has ex- 
pressed concern over the steady thinning 
of the ranks and the decline in relative 
importance of the national bank system. 
Well may the official express genuine 
alarm over what he sees. The figures 
alone, showing less than 40 per cent. of 
the bank resources of the country in 
national banks today, as against 75 per 
cent. in 1886 and 46 per cent. no more 
than five years ago, are a sufficient rea- 
son for dismay. The fact that every 
force which has been gnawing away at 
the national bank system is still at work 
adds to this dismay a cause for anxiety 
lest we shall find ourselves quite without 
any banks of this type.” 

The danger in the latter situation is 
in what it may do to the Federal Re- 
serve System. “A sufficiently large num- 
ber of banks must be tied together at all 
times in Federal Reserve membership to 
give this system an effective control of 
the bank reserves of the country. Lack- 
ing such numerous membership and such 
ties, the Federal Reserve System will be- 
come unable to care for our financial 
and banking needs and we shall be in a 
corry plight indeed. 

“It is when we apply this test to the 
trend away from national bank charters 
that we realize how desperate a course 
we are following if we allow this trend 
to continue. We are permitting the 
Federal Reserve System to become more 
and more dependent for its life on forty- 
eight state banking systems, not one of 
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them conceived in a spirit of enthusiasm 
for the Federal Reserve System and some 
of them palpably arrayed in a spirit of 
distinct hostility to it. 


CONGRESS MUST REMOVE DISCRIMINA- 
TIONS 


“What, then, are the steps that will 
assure the future of national banking? 
Nobody can suggest any specific amend- 
ments for the National Bank Act beyond 
those already urged by the Comptroller 
of the Currency and the American Bank- 
ers Association national bank research 
committee [detailed above}. If it were 
only possible to get the case of the na- 
tional banks before that fair-minded 
jury, the American people, how they 
would react against some of the genuine 
injustices from which national banks are 
suffering! 

“There remains one very practical 
step never yet advocated with sufficient 
insistence—to stir the whole body of 
national banks once more into a militant 
spirit. Except there can be such militant 
spirit the disintegration of the national 
bank system will go relentlessly on and 
will probably acquire increased mo 
mentum. 

“For there are two facts, not entirely 
agreeable to consider, which must be 
squarely faced. One is that Congress is 
in no mood at this time to do anything 
for the national banks and is quite un- 
concerned as to what happens to them. 
The other is that national banks cannot 
expect their correspondent banks in the 
large cities to take up the burden of 
leadership in a campaign for law more 
favorable than now to national banks. 
Some of them have quit the national 
bank system themselves and their appeal 
for changes in the National Bank Act 
would hardly carry conviction. A 
bigger factor, however, in making met: 
ropolitan banks unavailable is their per’ 
fectly natural unwillingness to offend 
their multitude of state bank corre 
spondents by becoming conspicuous ad’ 
vocates of a stronger national bank sys 
tem. Disconcerting as this condition is, 
it must be recognized as a force that 


mm Oller == UC KC lOO] 





a 


THE BANKERS MAGAZINE 


leaves the 7000 banks still retaining na- 
tional charter, no other alternative than 
to rally on their own initiative. 

“The living, burning question is 
whether there is enough devotion to the 
national bank idea among these 7000 to 
formulate a program and then to move 
upon Congress with the zeal of evangel- 
ists. Such a campaign has some genuine 
advantages. Members of Congress have 
a more attentive ear to testimony from 
banks of modest size, and especially from 
small banks operating in their respective 
congressional districts, than for testi- 
mony from attorneys or from immensely 
wealthy banks. The word of the rep- 
resentative from the smaller bank, re- 
lating out of his own experience the dif- 
ficulties under which he operates, and 
the handicaps from which he suffers 
does not fall upon suspicious ears as the 
arguments of attorneys or the expression 
of opinion from banks of immense 
means sometimes does. If the tide of 
conversions is to be stemmed now, and 
if the future of national banking and 


of the Federal Reserve System is to be. 


assured, it will be because the rank and 
file of national banks take it upon them- 
selves to preserve the system.” 


NEXT YEAR’S OFFICERS 


At the close of the meeting the fol- 
lowing officers were elected to serve for 
the ensuing year: President, W. Walter 
Wilson, president First Milton National 
Bank, Milton, Pa.; and vice-president, 
J. R. Cain, Jr., vice-president Omaha 
National Bank, Omaha, Neb. The fol- 
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lowing were elected members of the ex- 
ecutive committee: Charles F. Zimmer- 
man, president First National Bank, 
Huntingdon, Pa.; B. Q. Huntington, 
vice-president Huntington National 
Bank, Columbus, Ohio; W. C. Bowman, 
president First National Bank, Mont- 
gomery, Ala.; George H. Hamilton, 
president Fourth National Bank, Wich- 
ita, Kan.; and John F. Hagey, vice- 
president First National Bank, Chi- 
cago, Il. 

Mr. Wilson was born in Milton, Pa., 
in 1884. He was educated in the pub- 
lic schools of Milton, later being gradu- 
ated from Lawrenceville School, Law- 
renceville, N. J. In 1907 he was gradu- 
ated from Princeton University. His 
first business position was as general 
manager of a passenger railway com- 
pany and later he became receiver for a 
manufacturing company, after which he 
entered banking. He is also president of 
the Milton Manufacturing Company; 
treasurer West Branch Transit Com- 
pany; director Sunbury Trust and Safe 
Deposit Company; and director Penn- 
sylvania Industrial Banking Corporation. 
He also holds office in a number of civic 
activities in Milton. 

In his banking association activities, 
Mr. Wilson was president of the Penn- 
sylvania Bankers Association, 1930-31; 
chairman committee on rates of interest 
on savings deposits, Pennsylvania Bank- 
ers Association; member executive com- 
mittee, National Bank Division, Amer- 
ican Bankers Association, representing 
Third Federal Reserve District. 





Trust Company Division Meeting 


Four National Assets Contributed by Trust Companies— Superiority 
of Bonds and Mortgages for Investment of Trust Funds — 
Future Outlook for Fiduciary Business Bright 


HE meeting of the Trust Com- 
pany Division was one of the 


cheerful spots in a generally sober 
convention. In this respect it resembled 
the programs of all divisions in the years 
prior to 1930. The speakers pointed 
with pride to what the trust companies 
have done, are doing, will do. The de- 
pression was mentioned only in passing, 
as an incident. 
Well may the trust men ignore the 
depression. So far it has hardly touched 


© KAIDEN-KEYSTONE STUDIOS 
Tuomas C. HENNINGS 
Vice-president Mercantile-Commerce 
Bank and Trust Company, St. Louis, 
and new president of the Trust Com- 
pany Division. 


them. As one of the speakers said, “At 
a time when depression, shrinkage and 
distrust have lain like a pall over the 
face of economic affairs, trust service 
has shown a growth that would be cal- 
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culated to attract attention even in a 
period of prosperity.” They have, ac- 
cordingly, felt little need for discussing 
it in the convention. 


GILBERT T. STEPHENSON 


Vice-president Equitable Trust Com- 

pany, Wilmington, Del., who was 

president of the Trust Company Di- 
vision during the last year. 


Naturally, their position is envied by 
the less fortunate commercial bankers. 
Much of the sting of misfortune is 
drawn, if it is universal. But this should 
not blind us to the social utility of good 
business in some lines. The country 
would be in a sorry plight were there 
not a few sections which enjoy a fair 
prosperity. It is this remnant which 
will eventually start us on the long 
climb back through normalcy to pros 
perity again. 

The president of the division, Gilbert 
T. Stephenson, vice-president Equitable 
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Trust Company, Wilmington, Del., 
struck the note of self-congratulation in 
his opening address. He had just re- 
turned from a study of fiduciary laws 
and practices in France. It gave him a 
new appreciation, he said, of our trust 
institutions as a national asset. 

“In France,” he continued, “there are 
no native trust institutions. The trust 
is wholly unused and practically un- 
known even to the French bench and 
bar. A large proportion of the people, 
especially those with children, die intes- 
tate. Nearly all of the wills are holo 
graphic. In comparatively few of the 
wills is an executor named. When one 
is named, his duties are ministerial and 
his position subordinate. In intestate 
estates the office of administrator is un- 
known. The heirs wind up and dis- 
tribute the estate. Probate practice, as 
we understand it, does not exist. Estates 
in which none of the heirs is a minor or 
incompetent or alien are frequently 
settled without any accounting to or 
through the court. In a word, trust 


business in the American sense does not 


exist in France. 


FOUR NATIONAL ASSETS 


“Impressed by the disadvantage under 
which a country that does not have trust 
institutions must labor, I have concluded 
that there are four respects, at least, in 
which any conservative appraisal of our 
trust institutions would give them high 
rank among our national assets: 

“1. Our trust institutions have given 
to America a new profession—that of 
the trust man. With over 4000 trust 
institutions we may figure that we have 
at least that many men, including an 
ever-increasing number of women, who 
are actively engaged in the profession of 
trust men. Multiply by 4000 the good 
that a single capable and conscientious 
trust man may do in a community in 
the course of his lifetime, and you have 
some conception of the national asset 
that our trust institutions supply through 
their trust men. 

“2. Our trust institutions are edu- 
cating the American people in the mak- 


657 


ing of wills and trusts that are socially 
good as well as legally sound. They 
have an obligation to the public to ad- 
vertise, to solicit, and by all other means 
to promote trust business. The tremen- 
dous sums they are spending on promo- 
tional work are, from the standpoint of 
the public, an investment for the pro- 
tection of the widows and children of 
our land. 

“3. Our trust institutions offer 
American estates the safeguards and 
protection of business corporations of 
vast resources—financial and moral. The 
financial protection lies, of course, in 
the fact that the faithful performance of 
every obligation of a trust institution is 
assured to the extent of its capital and 
surplus. Even more influential than the 
financial protection is the moral. Trust 
institutions must retain in their service 
trust men in whom the people have con- 
fidence and with whom they like to 
deal. Here, in my judgment, lies a 
form of protection to estates committed 
to trust institutions that outweighs any 
liability that would be enforceable in 
any court of law or equity. 

“4. Our trust institutions are a na- 
tional asset that is constantly growing 
in value because they are still on the 
upgrade in the quality as well as the 
quantity of their service. There has 
been a tendency lately to raise the 
standard of conduct of trustees. The 
reasoning is that our trust institutions 
have held themselves out as possessing 
superior qualifications over individuals 
for rendering trust service, and have 
solicited trust business on that score 
and that it is only fair that they should 
be held to the standard of excellence 
they may claim for themselves. That 
they are regarded as having made good 
such claims is shown by the rate at 
which trust business is being committed 
to them year after year.” 


LIFE INSURANCE AND TRUST 
INVESTMENTS COMPARED 


Mr. Stephenson introduced Frederick 
H. Ecker, president Metropolitan Life 
Insurance Co., New York, with the 
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comment, “There is a constantly in- 
creasing community of interest between 
life insurance companies and trust in- 
stitutions, engaged as they both are in 
completing the circle of protection 
around the American home and family. 
No phase of life insurance or trust ad- 
ministration is giving more concern now 
than that of investment.” Mr. Ecker 
spoke on “Investment Problems of the 
Life Insurance Business.” 

“It is my purpose today,” he said, “to 
discuss briefly some aspects of the in- 
vestment problems which are common 
to life insurance companies, in their 
capacity as custodians of a sacred fund, 
and to trust companies which function 
in a similar manner. Fundamentally, 
both types of institution have the same 
basis, that of the receipt, accumulation 
and distribution of trust funds. 

“Essentially in both cases, between 
the commencement of the custody and 
the act of distribution, it is expected 
that the funds shall be enhanced through 
the element of interest, by wise invest- 
ment. In both cases, security of prin- 
_ cipal is the first consideration, rate of 
interest being secondary to security. 
The investment of the life insurance 
company is restricted to certain cate- 
gories prescribed by statute. The in- 
vestment of trust funds may or may not 
be prescribed by statute, may or may 
not be prescribed by the instrument 
under which the trust is created. For 
this reason there is quite often greater 
latitude, and certainly as great a re- 
sponsibility, in the investment of trust 
company funds under a trust instru- 
ment as in the investment of funds by a 
life insurance company. In the final 
analysis, however, whether under the 
guidance of a statute, an instrument, or 
the pure discretion of the trustee, the 
soundness of the investment depends on 
the sound judgment of the trustee or the 
company, exercised by able executives 
experienced in the business.” 


A GOOD INVESTMENT RECORD 


He discussed, at some length, the 
formerly popular idea of common stocks 
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as suitable investments for trust funds, 
coming to the general conclusion that 
“they are not the type of assets which 
should be included in the portfolio of a 
life insurance company.” In view of 
the foregoing it may be asked, what has 
been the experience with respect to the 
type of securities generally bought by 
large mutual life insurance companies. 

“On December 31, 1929,” he 
answered, “our company had in its port: 
folio some 1300 separate items of bonds 
and preferred and guaranteed stocks. 
The market value of these assets on De- 
cember 31, 1929, was approximately 
$1,200,000,000. Between that date and 
June 30, 1931, there matured or were 
sold out of that portfolio, securities of 
market value of approximately $74,000, 
000 from which the net profit amounted 
to something over $1,000,000. Of that 
same portfolio, the securities remaining 
unmatured and unsold on June 30, 
1931, had then a market value of 
$1,139,000,000, which sum, taken with 
the amount matured or sold, showed a 
total of $1,213,000,000. Thus, in mar- 
ket value of securities still owned, plus 
market value of securities sold in the 
interim, the company had a profit be- 
tween December 31, 1929, and June 30, 
1931, of approximately $13,000,000.” 

During the same period, a select list 
of common stocks of well managed, out- 
standing companies, which had either no 
bonds or practically no funded debt 
ahead of them, showed a depreciation in 
market value of somewhat over 30 per 
cent. 

“While the figures which I have 
given,” he resumed, “regarding our own 
company’s securities have brought out 
the fact that there was an actual appre: 
ciation between the dates mentioned, it 
is not that fact which I wish to stress 
so much as the fact that during this 
period of severe financial depression, our 
diversified investments have exhibited a 
stability which we believe is inherent 
generally in the types and methods of 
investment followed by legal reserve life 
insurance companies. 

“Now let us turn our attention to 
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loans secured by first mortgages on im- 
proved real estate, which form of in- 
vestment always has been a favored type 
of security for all sorts of trust funds. 
Taking again the figures of our com- 
pany which, no doubt, reflect the experi- 
ence of all the mutual life insurance 
companies, I find we had invested in 
mortgages on city property at the end 
of 1929 more than $1,150,000,000, and 
the total amount of properties owned 
through foreclosure then amounted to 
159 per cent. of the investment total. 

“At the end of 1930, on outstanding 
mortgage investments of more than a 
billion and a quarter, the foreclosed 
properties had increased to .322 per 
cent. On June 30, 1931, with a total 
of such investments of $1,300,000,000, 
the foreclosed property totaled .6 per 
cent. 

“The foreclosures, in percentages, are 
still small, but indicate a trend reflect- 
ing present-day conditions. On a large 
volume of business some foreclosures are 
inevitable, but losses are not necessarily 
the final result. It may more accurately 
be said that a temporary change occurs 
in the form of investment. Over a 
period of years prior to the present-day 
situation, during which the country 
passed through other depressed times 
in which we had foreclosures, such fore- 
closed properties realized on sale, taking 
the total of all transactions, a substan- 
tial profit.” 


“THE TRUST COMPANY AND THE 
PUBLIC” 


Turning, then, to the trust company 
itself, the division heard J. Stewart 
Baker, president Bank of Manhattan 
Trust Company, New York, as the last 
speaker, on the subject quoted above. It 
permitted a wide range, and his remarks 
covered a variety of aspects of trust 


business. He started with the genesis 
of the corporate trustee, and traced the 
growth of the business, in considerable 
detail, up to the present time. 

“The trust companies have now 
reached a position,” he said, not without 
a note of pride, “where their influence 
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penetrates very far into the business 
and social affairs of the public. This 
influence is consistently beneficial. Trust 
service is a process of conserving but 
not of hoarding; of motion smoothly 
directed toward a recognized end; of 
energy controlled as in an electric cur- 
rent, not wasted as in a lightning flash. 
It is an orderly note in human affairs. 

“There has been developed a new 
type of officer whose activity has been 
virtually professional and whose study 
has involved humanics [sic} as well as 
finance. Such a man has the background 
which comes from a broad and abstract 
knowledge of financial trends and basic 
conditions but he applies them all in 
human terms—generally in terms of in- 
dividuals. He is objective as well as 
subjective. Such requirements are not 
easy to combine but it is to the honor 
of the trust business that it has produced 
these individuals in increasing numbers. 
The swift growth of the business cannot 
be explained on any other basis. 

“When we attempt to project our 
thoughts into the future we find the 
usual difficulties that confront prophets, 
but even so we should not entirely ab- 
stain. Trust service really is based upon 
looking ahead and we cannot avoid this 
responsibility. It seems reasonable to 
expect a steady enlargement for many 
years to come. This thought is sobering 
as well as gratifying. It implies a pro- 
portionate responsibility and that re- 
sponsibility is one of leadership. The 
world, confronted by great difficulties 
of an economic character, is looking 
eagerly for leadership and the wide 
ramifications of trust service, together 
with the intimacy of its relations and the 
prestige of its record, give it a particu- 
lar opportunity in this respect. 

“Tt seems to me that it should be a 
stabilizing influence with the general 
public. This is a time when the minds 
of many are bewildered. There is a 
great output of nostrums for economic 
ills. Some of these are urged with much 
plausibility and the person who is un- 
trained in financial matters finds them 
hard to evaluate. The present period 
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bears some resemblance to that of the 
free silver heresy in 1896. Just as clear- 
headed leaders at that time kept the 
public from being swept into financial 
error, so today is there need for keeping 
it aligned with principles of soundness. 
Trust officers are chosen for financial 
judgment and mental balance. If they 
can stabilize the minds as well as con- 
serve the resources of their army of 
clients, the effect will be great in the 
aggregate. It will provide a solid 


nucleus for building a new prosperity.” 


NEXT YEAR’S OFFICERS 


At the close of the meeting, the fol- 
lowing officers were elected to serve for 
the ensuing year: President, Thomas C. 
Hennings, vice-president Mercantile- 
Commerce Bank & Trust Co., St. Louis; 
vice-president, R. M. Sims, vice-presi- 
dent American Trust Company, San 
Francisco. The following were elected 
members of the executive committee: 
Merrell P. Callaway, vice-president 
Guaranty Trust Company of New 
York; Arthur H. Evans, vice-president 
Continental Illinois Bank & Trust Com- 
pany, Chicago; James E. Goodrich, vice- 
president Commerce Trust Co., Kansas 
City, Mo.; Raymond H. Trott, vice- 
president Rhode Island Hospital Trust 
Co., Providence, R. I.; and Richard G. 
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Stockton, vice-president Wachovia Bank 
& Trust Co., Winston-Salem, N. C 

The new president is known to most 
of the active members of the division as 
“Judge” Hennings, from the position he 
occupied before entering banking. He 
was born in St. Louis in 1874, —— 
in public schools and Washington Uni 
versity, being graduated with the Sa 
LL.B. He practiced law until 1913, 
when he was elected Circuit Judge of 
the Eighth Judicial Circuit of Missouri. 
He resigned in 1918, became vice-presi- 
dent of the Mercantile Trust Company 
of St. Louis, and when it merged into 
the MercantileCommerce Bank and 
Trust Company, he became a vice-presi- 
dent of the new institution. 

He has long been active and promi- 
nent in the work of the Trust Comp e 
Division. He w 1 
executive committee t> LS & 
and again from 1927 he present 
His address “The Cie . ef in the 
World,” delivered at a trust coiiference 
some five or six years ago, is now re- 
garded one of the classics of trust litera- 
ture. He feels that there are two great 
problems for consideration by the divi- 
sion during the coming year. One is the 
investment of trust funds; the other is 
the problem of amicable relations with 
the legal fraternity. To both of them, 
he promises, the new administration will 
devote considerable time. 





Savings Bank Division Meeting 


Prominently Placed on Program — Relation of Thrift and Morals 
— Banks Urged to Set Example in Co-operation — 
Rail Bonds as Investments 


portance in depression. It is at 


G ronan acquire a particular im- 


such times that they fulfill the 
purpose for which they were accumu 
They help individuals to tide 


lated. 


A. C. RosInson 


President Peoples-Pittsburgh Trust 

Company, Pittsburgh, Pa., and retir- 

ing president of the Savings Bank 
Division. 


over a period when earnings are re- 
duced by wage cuts, short time work, 
or actual unemployment. The savings 
account, in times like these, steps from 
its passive role of mere accumulation to 
meet a possible contingency. It becomes, 
suddenly, an active and potent means 
for meeting the emergency. The sav- 
ings banks, normally the custodians of 
such funds, then, deserve a prominent 
place in a time such as the present. 
Tacit recognition of this fact is found 


in the position given the Savings Bank 
Division meeting on the program. It 
was the first divisional meeting of the 
convention, held on Monday morning, 
October 5. 


A DEFENSE OF THRIFT 


At the outset, President A. C. Robin- 
son, president Peoples-Pittsburgh Trust 
Company, Pittsburgh, Pa. launched 
into a defense of the idea of thrift. 
“I am moved to my remarks,” he said, 


Jay Morrison 


Vice-president Washington Mutual 

Savings Bank, Seattle,. Wash., and 

new president of the Savings Bank 
Division. 


“by a challenge recently made which 
denies the very fundamental sanction 
for thrift. It is expressed in a sentence 
in an article in a magazine devoted to 
social, economic, and financial subjects, 
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‘No moral value attaches to thrift, al- 
though it is the path to security and 
independence for most of us.’ It is true 
the article referred to goes on to qualify 
the blunt statement by adding ‘neither 
for the individual nor for society are in- 
dustry and thrift ends in themselves; 
they are but means to an end—human 
happiness.’ This is simply begging the 
question, for human happiness, to be 
justified, and to be permanent, must be 
in accord with the highest morality. 

“It seems to me that your own con- 
victions, fortified by your varied experi- 
ences, give instant denial to this state- 
ment. Fundamentally thrift, and by 
thrift I include much more than simply 
having a savings account or making a 
sound investment, thrift is an expres- 
sion of good morals. Unless thrift and 
morals are closely associated, if thrift is 
to be based only on expediency, it will 
lack its proper and commanding appeal 
to humanity and could never have at- 
tained its great place in the develop- 
ment and maintenance of civilization. 


“It must not for a moment be thought 
that I am condemning wise and liberal 
spending. Not only must the great bulk 
of the human race spend most of what 
it receives in order to live, but it is 
essential to the mutual welfare of all 
that we not only produce and earn, but 


that we spend and consume. The em- 
phasis is on wise spending, and with 
such wise spending thrift must go hand 
in hand. 

“On every individual rest imperative 
obligations not only as an individual, 
but as a member of society or a citizen 
of the state. One of the greatest of 
these moral obligations is for each one 
of us, so far as is humanly and honestly 
possible, to earn our own living and to 
provide for our own future and the 
contingencies, seen and _ unforeseen, 
which may befall us. 

“Beyond these there lies a greater 
obligation, and that is to the community 
as a whole in its varied forms of city, 
state, and nation. Just as, in time of 
war, the call of patriotism and the duty 
as a citizen transcend the call of domes- 


tic affection and the duty to wife and 
children, so is it the duty of every one, 
as a member of society, if possible, to 
create new capital through thrift. 
Society without the benefit of savings in 
the past could not exist in its present 
form, and with the withdrawal of such 
funds or the permanent drying up of a 
continuous stream of fresh capital the 
world would break down into barbarism. 
The moral issue of thrift must be 
planted deep in the conscience of the 
nation if America is again to hit its 
stride in the leadership of the world. 

“With all the emphasis at my com- 
mand, I charge you and myself indi- 
vidually with the responsibility for pro- 
moting the morality of thrift, and in 
assigning to ourselves this vital responsi- 
bility, I recognize the hazards and the 
difficulties which confront us. False 
economic doctrines, preaching excessive 
spending as the road to recovery, must 
be met boldly in the open, and the 
poison which has polluted us be elimi- 
nated ~ 


THE BANKERS’ JOB 


“This is our job. It is almost ex: 
clusively our job. Directly upon us 
falls the responsibility, both by precept 
and example, to kill with finality the 
false doctrine of eating the cake and 
still having it. I submit that only by 
the acceptance by the individual of 
thrift as a moral issue can this nation, 
or any nation, hope to emerge from the 
morass of difficulties in which it finds 
itself. I claim, without qualification, 
that the responsibility of broadcasting 
and establishing this fundamental con- 
cept is as much our duty as are our daily 
duties at our banks. 

“We represent the custodians of the 
53,000,000 savings accounts now on the 
ledgers of the hanks of America. We 
owe to the owners of these accounts ab- 
solute safety and the best of service, 
but we owe them more than this. We 
owe to them the strength of our en- 
couragement that they have been pro- 
foundlv right in their desire to accumu- 
late. Fellow savings bankers, we are 
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faced with a big job. We are faced 
with a job that will pay us little except 
in a deep sense of personal satisfaction, 
of duty well done. But it is worth it. 
We shall not be sorry if we exert our 
every influence to persuade all we know 
that thrift, the bulwark of civilization, 
must continue to be the bulwark of 
civilization. Spread the truth that 
action and reaction, ups and downs, are 
inevitable; tell your citizenry to hold 
on; tell them to believe; tell them that 
thrift is the law of a wise God, and 
that those who believe and act upon 
their belief will ultimately be safe and 
happy, despite the present lean years. 
Thrift and morals are inseparable ” 


“A SITUATION REQUIRING PROMPT 
ACTION” 


The subhead above is the dictionary 
definition of “emergency” quoted by 
Fairman R. Dick, of Roosevelt & Son, 
New York, in his address on “The Rail- 
road Emergency.” Having thus defined 
his subject, he proceeded to eliminate a 
number of railroad problems which, 
while important in the long run, cannot 
be met by immediate action. 

The first of these is truck competition 
which, in Mr. Dick’s opinion, has been 
greatly exaggerated. As a medium of 
line-haul transportation the efficiency of 
trucks is far below that of railroads. It 
has been figured that rail transportation 
efficiency per man, as far as the trans- 
portation itself goes, is 45 to 1 as com- 
pared with the truck. For example, if 
the proposed increase of 15 per cent. in 
rail freight rates were put into effect, 
and as a result sufficient traffic were 
diverted so that the outcome would be 
no gain in railway earnings, 400,000. 
additional trucks and drivers would be 
required, exclusive of helpers, freight 
handlers, etc. These 400,000 additional 
truck drivers. handling 13 per cent. of 
railway freight traffic, would compare 
with a total of 125,000 men in train 
service today. 

Truck competition depends more on 
convenience and character of service 
than on line-haul cost. New England is 


the clearest refutation of the charge that 
the trucks can destroy the railroads, for 
in New England not only is the traffic 
high-class in quality, with high rates, 
but the hauls are short, and the roads 
are excellent. From all these facts he 
concluded that truck competition cannot 
be considered a phase of the present 
emergency. 

Another serious problem is that of 
waterway competition, divided into two 
classes—that of the Great Lakes and 
coastal service, including the Panama 
Canal; and that of the inland water 
ways. Panama Canal traffic shows no 
alarming gain in recent years. Total 
coastwise tonnage passing through the 
canal in 1924 was 13,527,000. Since 
then it has never been as high as 
11,000,000 tons. Nor has expansion in 
trafic on the Great Lakes in the last 
decade taken place at the expense of 
the carriers. And in 1930, whereas 
railroad tonnage dropped 15.8 per cent., 
tonnage on the Great Lakes decreased 
19.2 per cent. Total tonnage on our 
other inland waterways—trivers, barge 
canals, etc.—is not large. “The develop- 
ment of these agencies of transporta- 
tion,” he believes, “has proceeded to a 
point that is economically unsound.” 
However, as this unsound competition 
cannot be corrected by immediate action, 
it is eliminated from consideration. 

A third difficulty of the railroads 
which cannot be immediately corrected 
is taxation. From 1916 to 1929, taxes 
increased from $157,000,000 to $397, 
000,000, or 153 per cent. To this large 
increase of taxation must be added a 
large sum for indirect taxation, such as 
the cost of eliminating grade crossings 
and branch-line service operated at a 
loss. There are many branch lines 
where a minimum of passenger service, 
in conjunction with mail and milk ser’ 
vice, must be rendered for the conve’ 
nience of the local community. The loss 
on this service comes directly out of the 
earnings of the carriers and there is 
nobody now who can be billed. 

Mr. Dick foresaw serious possibilities 
for the future in the effect, on volume 











— 
| 





Capital Paid-up and Reserve Fund 
$15,000,000 


($5 =£1.) 


Treasury, Bank and First Class Trade 
Bills Discounted. Money Received on 
Deposit for Fixed Periods or at Call. 
Enquiries Invited. 
Cables: “UDISCO, LONDON.” 


THE UNION DISCOUNT COMPANY 
OF LONDON, LIMITED 


39, CORNHILL, LONDON, E.C. 3 








of freight traffic, of a freight rate struc’ 
ture which is uneconomically high. 
“Other things being equal,” he said, 
“the lower the rate level is in relation 
to commodity prices, the wider can be 
the distribution by railroads. 

“For many years preceding the de- 
cline of commodity prices following the 
war, the relationship of freight rates 
and commodity prices had been increas- 
ingly favorable for broad distribution of 
goods. Taking 1890 as a start, and re- 
ducing rates and prices to a base of 100, 
by 1919 commodities had advanced to 
247, while revenues per ton-mile had 
advanced only to 105. This continued 
reduction of the cost of transportation 
in relation to prices was a great stimu- 
lant to the transport of traffic for long 
distances. The present depression has 
now changed the relationship for the 
worse. If commodities stay at the pres- 
ent level and rates are increased 15 per 
cent., the relationship between the two 
would be almost back to 1890. There- 
fore, the movement of traffic cannot be 
as free as it was for the last 15 or 20 


years. This would result in what is 
known as a ‘drying up’ of traffic, as 
compared with a diversion of traffic. 
Traffic is dried up by re-location of 
plants, by conversion of factories from 
coal to oil, and by similar adjustments 
whereby transportation charges are 
lightened or avoided. I do not believe 
this will be a permanent condition. It 
is evident that if commodities fail to 
rise from their present depressed levels, 
railroad costs will be materially reduced, 
and thus make possible a reduction in 
freight rates.” 

There is one other weakness in the 
industry, he added, which needs correc- 
tion, and which can be corrected by the 
industry itself. That is, co-operation of 
carriers in protecting their revenues as 
a whole. Too often one carrier has re- 
duced rates to increase its own income, 
but found that it enjoyed an advantage 
only temporarily. Balance was soon re- 
stored by rate cuts on competing lines, 
reducing the earnings of all carriers in 
that region. Since prompt action would 
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not solve the present difficulties, this 
phase is also excluded. 


CREDIT THE VITAL FACTOR 


“I turn now,” said Mr. Dick, “to 
what I consider the vital factor in the 
present situation. I refer to railroad 
credit. In the words of the Interstate 
Commerce Commission, ‘Such a system, 
as long as it is privately owned, obvi- 
ously cannot be provided and maintained 
without a continuous inflow of capital.’ 
At the present time the inflow has 
ceased, from a practical standpoint, ab- 
solutely. There is great danger that 
the flow of capital such as existed in the 
past decade may not be resumed. 

“The collapse of earnings was not an 
accident. It has resulted from the nar- 
row margin between gross earnings and 
expenses. It is now evident that the 
nature of the railroad industry is such 
that, as between times of prosperity and 
depression, large fluctuations are un- 
avoidable. For credit to be stabilized, 
therefore, earnings must be sufficient in 
normal times. 

“Tt is my belief that the present flight 
of capital from the railroads is due to 
the fact that the necessity of adequate 
earnings during normal years was not 
recognized by the regulating authorities; 
and that up to the present time there 
has been no assurance of protection in 
this depression. To restore confidence 
and convince investors that the rail- 
roads will be permitted adequate earn- 
ings in the future, some tangible step 
must now be taken by the Interstate 
Commerce Commission. The only prac- 
tical step yet suggested is the proposed 
rate increase. If this confidence is re- 
stored, I believe that the reservoirs of 
railroad credit will again be opened, 
even well in advance of any actual in- 
crease in earnings.” 


CO-OPERATION AS A BUSINESS FORCE 


Henry Bruere, president Bowery Sav- 
ings Bank, New York, took for the 
subject of his address, “Savings Bank- 
ing Gets Bigger Job.” He spoke first 
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of the depression, and how all scem to 
be waiting for the automatic return of 
prosperity, without clearly realizing that 
we have at our hand a great new force, 
“the capacity of more people than ever 
before, at least in America, to co-operate 
intelligently, constructively, sanely and 
dispassionately in the rebuilding of our 
economic forces. 

“Heretofore,” he continued, “we have 
always believed that your prosperity 
and my prosperity rested largely upon 
the individual effort of each one of us. 
I think it is quite clear now that no 
matter how thrifty individuals may be, 
no matter how substantial may be the 
increases in savings bank balances, that 
that thrift and those increases will not 
provide individual security unless they 
are related to a policy of security which 
permeates our industrial life, and for 
that reason we see groups of men and 
leaders of industry seeking to establish 
some plan by which they can achieve 
stability in their respective industries. 
If we truly wish a restoration of pros 
perity we have to work together in our 
individual capacities, in our particular 
industries or businesses to make a con’ 
tribution to the restoration of that pros- 
perity. 

“I propose that the savings banks 
have the courage because of the espe 
cially fortunate position in which they 
find themselves to take up the torch of 
leadership which seems to be lying 
smoldering on the ground. I propose 
that they set themselves up as an ex’ 
ample of what can be done through 
co-operation. 


WHAT CAN BE DONE 


“Already a beginning is being made 


in New York State. We have, on the 
lower East Side in Manhattan, a vast 
area which is being depopulated. In 
that area for a century savings institu: 
tions have been making loans, mortgages 
on property.” But since the stoppage 
of immigration, there has been an in 
creasing tendency for the region to lose 
population. Immigrants, as they have 
grown in prosperity, have moved away. 
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And thus, “what is, potentially at all 
events, perhaps one of the loveliest 
urban sections in the world is now in- 
creasingly an abandoned slum area. 

“The savings banks and the title com- 
panies interested in mortgages in that 
area have got together, subscribed a sum 
of money and are employing experts to 
work out for that section, in co-opera- 
tion with the City of New York, a plan, 
a city plan by which that section can 
be rebuilt. 

“There you have a beginning, a be- 
ginning which should spread to the con- 
sideration of the whole policy by which 
loans are made on real property, a be- 
ginning which should lead to the estab- 
lishment of some device for exchanging 
the skills which are individually de- 
veloped by experts in handling mortgage 
loans, a beginning which should eventu- 
ally mean that cities are built for per- 
manent benefit by the use of borrowed 
funds, rather than for temporary specu- 
lative advantage. 

“In the same way there are oppor- 
tunities which have been discussed and 


not yet initiated for joint action with 
respect to the analysis of investments. I 
say not initiated except in this case of 
the railroads. There has been a joint 
effort, carried on in several states, in 
public education, in matters of savings 
and thrift, through advertising and other 
devices. 

“I believe that the savings institutions 
should regard themselves as _ integral 
factors of but one institution, an insti- 
tution which is dedicated to a great pur- 
pose and which can best serve that pur- 
pose if it knows how to co-operate. If 
we build the savings bank right we 
will stimulate the clothing industry, the 
building industry, other industries to do 
likewise and as they follow gradually 
we shall have a policy of prosperity, and 
not a chance occurrence of prosperity. 
I ask for leadership and I ask you for 
your field to supply your measure of 
that leadership.” 


THE NEW OFFICERS 


At the close of the meeting, the fol- 
lowing officers were elected, to serve for 
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has its own Branches or Agents in every important 
commercial town in the near East. 


Payments made against Drafts, Telegraphic Transfers and 


Travellers’ Letters. 


agencies arranged. 


Clean and documentary bills collected. 
Information and Commercial statistics available. 


Mercantile 


A full list of the Branches may be obtained on application 
to Messrs. Brown Brothers Harriman & Co., New York 


the ensuing year: President, Jay Morri- 
son, vice-president Washington Mutual 
Savings Bank, Seattle, Wash.; and vice- 
president, Gilbert L. Daane, president 
Grand Rapids Savings Bank, Grand 
Rapids, Mich. 

The following were elected members 
of the executive committee: Wilson G. 
Wing, president Providence Institution 
for Savings, Providence, R. I.; Henry S. 
Kingman, secretary Farmers & Mechan- 
ics Savings Bank, Minneapolis, Minn.; 
J. V. Holdam, assistanc vice-president 
First National Bank, Chattanooga, 
Tenn.; and T. J. Caldwell, vice-presi- 
dent Union National Bank, Houston, 
Texas. 

Mr. Morrison is a comparative new’ 
comer to the field of banking. Born in 


Omaha, Nebraska, in 1887, he was edu- 
cated at Phillips Andover Academy and 
Harvard College. He followed the pro- 
fession of civil engineer until 1925. In 
that year he joined the staff of the 
Washington Mutual Savings Bank, 
Seattle, Wash., of which he is now a 
vice-president. He is active in the work 
of the association, being an ex-officio 
member of the executive council, com: 
mittee on state legislation, and bank 
management commission. In the Sav 
ings Bank Division he is also an ex’ 
officio member of the executive com: 
mittee, the committee on investments, 
and chairman of the committee on state 
legislation. He is married and lives in 
Seattle. 





State Secretaries Section 


Featured by Brief Speeches— Methods for Starving Out Bank 
Robbers — How Associations Meet Depression Conditions 
—Translating Convention Enthusiasm into Action 


ing is usually among the most in- 

teresting of the convention. It is 
always different. This year it had many 
distinguishing features. There was, for 
example, no printed program. The page 
reserved in the official program for this 
section's meeting was blank, save for the 
following: “Submarine Grill, Hotel 
Traymore, Tuesday, October 6, 12.30 
p.m.” It may be that this was in- 


Ta State Secretaries Section meet- 


Pau. P. Brown 


Secretary North Carolina Bankers As- 
sociation, who heads the State Secre- 
taries Section for the coming year. 


tended, as one secretary suggested, to 
keep the meeting homey, confined to as- 
sociation secretaries. No inducement 
was offered, in the form of intriguing 
titles, for others to attend. Or again it 
may be that to print all the topics would 
have made the program seem uncon- 
scionably long. There were at least six- 


teen different subjects covered. The 
usual maximum for a meeting is four. It 
was possible to crowd them all in only 
by limiting each speaker to fifteen min- 
utes. Even then, the meeting was the 


H. Grapy HupDLESTON 


Secretary Tennessee Bankers Associa- 
tion, Nashville, and retiring presi- 
dent of the State Secretaries Section. 


longest of any at the convention. It 
lasted more than four hours. 
Obviously, in a brief report it is futile 
to attempt to summarize, even in the 
fewest possible words, all that was said. 
The best that can be done 1s enumerate 
the topics, and then, selecting the more 
important, report them in sufficient de- 
tail to give the bulk of what was said on 
those subjects. The topics included: 
Our Profession—Is It That?, Associa- 
tion Publications, Bank Protection, Plan- 
ning Ahead, Association Finances—Re- 
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adjustments to Meet Changing Condi- 
tions, Section Secretarial Service, Les- 
sons from the Depression, Conventions, 
Insurance Premiums, the Secretary’s 
Part in Bank Management Campaign, 
Banking Education, County Organiza- 
tions, Credit Bureaus and Clearing- 
house Associations, Public Education, 
and Taxation. 


THREE AGENCIES TO MINIMIZE BANK 
ROBBERIES 


Because of the tendency for bank 
bandits to increase their activities in time 
of depression, the report of Walter W. 
Bowman, executive vice-president Kan- 
sas Bankers Association, Topeka, Kan., 
is deemed worthy of particular notice. 
“The twelve eventful months since this 
section convened,” it began, “have 
brought no relief from either the fre- 
quency or the seriousness of burglary 
and particularly of robbery attacks 
visited upon the banking institutions of 
the country. Bank robbery has attained 
its worst. It can and it must be sup- 


pressed. 

“There are three agencies whose con- 
tinued and concerted and well directed 
efforts can vastly minimize this intoler- 
able menace to life and property. The 
first of these agencies is the sovereign 


state. A great number of the states, 
where bank robbery is at its worst, con- 
cern themselves not at all with crime pre- 
vention or criminal apprehension; only 
with conviction and punishment. The 
state Owes that, but it owes more than 
that to its citizenship. It owes protec- 
tion. 

“The second agency which has in its 
hands much power to minimize at least 
the seriousness if not the frequency of 
bank robberies is the robber-ee, the in- 
dividual bank itself.” Here are a series 
of protective measures which individual 
banks can and should take: 

1. Carry in vault and till only mini- 
mum actual cash requirements, protect- 
ing safe cash during the day behind a 
day time-lock. 

2. Where possible, avoid leaving 
only a single officer or employe in the 
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bank. Noon hour closing is recom: 
mended, instead. 

3. Admit no one other than officers 
and employes before opening and after 
closing, except by special arrangement. 

4. Keep doors leading from lobby to 
working space securely locked, and ad- 
mit none but officers and employes. 

5. Install electrical and other protec. 
tive devices. 

6. Provide adequate burglary and 
robbery insurance. 

“Men, even bad men, are apt to cease 
occupations which for any reason be- 
come unprofitable. Make bank robbery 
unprofitable by withholding the loot from 
the robber’s grasp [suggested in the first 
of the measures above} and they will 
seek other, greener pastures. 

“The third agency instrumental in the 
suppression of bank robbery consists of 
the body of organized bankers’ associa- 
tions. Each in its own distinctive way 
conducts its own protective enterprises. 
Some state associations emphasize and 
largely rely upon a system of rewards; 
others employ trained detectives and de- 
vote their association activities mainly 
to investigations; others employ counsel 
to participate in the prosecution of ap: 
prehended bandits; others combine two 
or more of these; a few associations have 
effected vigilance organizations, while all 
are more or less aggressive in impressing 
upon individual banks the necessity of 
the best possible preparedness at all 
times to resist bandit visitations or at 
least yield the robber but little for his 
pains. 

“Now will members of the secretaries 
section be disposed by any means to un’ 
derestimate the value of high class pro 
tective equipment as a deterrent to bank 
banditry? All the devices offered, ex: 
pensive and inexpensive, have merit. 
Let every bank go to the limit of its 
ability in the selection and installation 
of every device it can afford which in 
the judgment of the bank will defeat or 
hinder the insidious violator who draws 
on the bank at sight with a gun. But 
if every bank had every device, the state 
would still need its constabulary; the in 
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HENRY L. DOHERTY BUILDING 
INSTALLS YORK VAULTS 


HIS magnificent building in New York City is the new home 

of the Cities Service Company. From it are directed the ac- 
tivities of this great institution which has over 125 subsidiary 
companies, more than 25,000 employes and operates in 36 states 
as well as in Canada and Mexico. Its securities are owned by 
more than three-quarters of a million people. 


The selection of York Vaults by this great company to protect 
its vast resources is the most recent of many significant tributes 
to York excellence and York preeminence. 


YORK SAFE & LOCK CO. 
YORK, PA. 


Manufacturers and Builders of the 
World’s Greatest Vaults 


BRANCHES: 


New York San Francisco Los Angeles 
Baltimore New Haven Pittsburgh 
Boston Houston Montreal 
Philadelphia Chicago Honolulu 
Seattle Cleveland Paris 
St. Louis Washington Havana 
Tokyo Shanghai 
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Bank Lobby, Ampere Bank and Trust Company, East Orange, N. J. 


HE new building of the Ampere Trust Company 
gives to this institution ample facilities for taking 
care of its expanding business. A feature of the interior 
arrangement is the placing of the windows to provide 
natural light in great abundance. The mezzanine floor at the 
rear is to take care of future expansion for working space. 


HOLMES & WINSLOW 


Specialists in Bank Architecture 
and Interior Equipment Complete 


153 East 38th Street - - ; ° New York 








National Bank of Egypt 


HEAD OFFICE .- 


CAIRO 


Fully Paid Capital . . 43,000,000 
Reserve Fund ... . £3,000,000 


LONDON AGENCY : 


6 and 7, King William Street, E. C. 4 


Branches in all the Principal Towns in EGYPT and the SUDAN 


dividual bank would still need to exer- 
cise to the same degree every possible 
safeguard, and every organized bankers’ 
association would still need to pay re- 
wards, maintain vigilance organizations, 
be vigorous in the field of investiga- 
tion and prosecution and continue to 
carry on every other form of protective 
service in which they are now and have 
long since been engaged.” 


WHEN INCOME DECLINES 


“T don’t know that all of us have suf- 
fered a reduction in income from dues 
and other sources during the past two 
years,” began David M. Auch, secretary 
Ohio Bankers Association, Columbus, 
Ohio, speaking on “Association Finances 
—Readjustments to Meet Changing 
Conditions,” “but I assume that almost 
all if not all of us have gone through 
that experience. So far as we are con- 
cerned, I anticipate a reduction in the 
dues of our association, due to consoli- 
dations and some failures, of possibly 15 
per cent. Of course, that gives rise to 


the question of how shall we meet it. 
I assume that we can eliminate, first, in 
these times, the question of increase in 
dues. I don’t believe that is possible. 
There seems to remain only the business 
of cutting our cloth to fit the pattern, 
of cutting down our expenditures to 
meet our income. The question is: 
Where do we cut? 

“We have tried to take the viewpoint 
in Ohio during the past year that we 
ought before we make any expenditure 
to try to substantiate it in pretty much the 
same way that the executive of a busi- 
ness would substantiate an expenditure 
if it had a definite reflection in his profit 
or his loss for the year. So far as the 
Middle Western associations are con- 
cerned, most of them are engaged in a 
pretty large way in protective work. We 
are, to an extent, looking to a revision 
of our protective service in a way which 
we don’t believe will impair it greatly. 
Our department consists essentially of 
one man, an investigator. We have 
found that this man can do a pretty sat- 
isfactory job of co-ordinating the efforts 
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of law enforcement officials by sitting 
down at a long distance telephone, pro 
viding he has made the personal con- 
tacts beforehand. By cutting down his 
expenditures, particularly in traveling 
expense, we have made a reduction this 
year. 

“In the past we have had a pretty 
generous budget for agricultural work. 
For this particular year it is so hard to 
trace any tangible results to the expendi- 
tures that we make in that field that we 
think we ought to reduce. The field of 
public education is also one where we 
probably shall expend less effort this 
year than previously. Those of us who 
publish magazines, if we set out to do it, 
can cut down our printing and paper 
costs. We have made some substantial 
cuts. Those of you who see our maga- 
zine regularly, I believe, will hardly find 
the change in the quality of the paper 
apparent, but it has meant a substantial 
reduction. 

“In summing up, I feel this to be the 
case: That we dare cut deeply into a 
great many of the functions which I 
classify as being incidental or semi- 
incidental. We must not, as I see it, cut 
into functions that are absolutely es- 
sential, particularly in such a time as we 
are experiencing now. I don’t think we 
should decrease, I think rather we should 
increase our expenditure in the field of 
bank management, conferences, bulletins 
and all that sort of thing. It seems to 
me that we have got to continue and per- 
haps increase our activity in connection 
with the functions which translate these 
into what we regard as the two most de- 
sirable attributes of a bank today— 
profits and liquidity. I think we have 
got to hammer, hammer, hammer along 
those lines and that we don’t dare stint 
ourselves too much in the expense which 
we incur in those fields. Let’s hope that 
better days are not very far ahead.” 


MANY FAVOR INCREASED DUES 


More than average amount of discus- 
sion followed this address. Most of 
the association secretaries asked questions 
bearing on the possibility of increasing 


dues to bring in larger revenues. Sev- 
eral contributed experience in making 
recent increases in their dues. Practically 
all of these were to the effect that, if the 
proposal were properly handled, higher 
dues met with little resistance from the 
members. There seemed to be a general 
disagreement with Mr. Auch’s major as- 
sumption, that dues cannot be increased, 
Most of the secretaries who took part in 
the discussion were obviously of the 
opinion that retrenchment should not be 
resorted to before at least an attempt 
had been made to secure more revenue 
through higher dues. Mr. Auch took 
advantage of an opportunity to explain 
that his organization had, only a few 
years previous, increased dues substan- 
tially until they were above the average. 
They felt it unwise to attempt another 
advance under present conditions. 


MAKING CONVENTIONS PRACTICAL 


The subject of “Conventions” was ap- 
propriately assigned to A. H. Coate, 
secretary New Jersey Bankers Associa- 
tion, Moorestown, N. J. Mr. Coate’s 
association was, in a manner of speak- 
ing, the host to the whole convention 
this year. There are few states which 
entertain as many conventions as New 
Jersey. A summary of his remarks fol- 
lows: “First of all, you've got to get 
the crowd there. Advance publicity is 
a fine art in itself. The entertainment 
program can be so planned as to give a 
big boost to enrollments. But even in 
the advance publicity it should not be 
allowed to overshadow the business pro- 
gram—the real meat of the convention. 
Pleasure and profit need to be kept in 
a nice balance. 

“Here in New Jersey we have worked 
out a very satisfactory plan for getting 
our bankers to the convention on the 
opening day and keeping them here till 
the end. One thing we do is put out 
golf first. By that I mean first in time. 
Delegates arrive Thursday morning. 
Then comes the big golf tournament. 
By Friday morning, with a full day of 
enjoyment behind them, the delegates 
are ready for serious business. We try 
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The Commercial Bank of Scotland Ltd. 


Incorporated by Royal Charter and Act of Parliament 
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The Bank has 340 Branches and Sub-Offices in Scotland, and is in direct touch with 
every district, and in a favourable position for dealing with general banking business. 


Banking Correspondents throughout the United Kingdom, 


of the world. 
Foreign Exchange business transacted, 
undertaken. 


and in the principal cities 


and Agency for Colonial and Foreign Banks 


The Bank is prepared to undertake the duties of Executor or Trustee under wills 
and settlements, and to act as Tiustee, for Debenture Holders, and for Public Bodies 


and Institutions. 


to have at least one high spot in every 
session, morning and afternoon. The 
climax of the convention comes Friday 
evening when the annual banquet is 
held. The annual business session, with 
its reports, discussions, and election of 
oficers, comes on Saturday, and in- 
variably has a big attendance. After- 
wards, delegates who do not have to 
leave at once are free to enjoy them- 
selves. 

“When all these important details 
have been worked out, what can be done 
about translating the convention into 
results? You know how the convention 
delegate is received when he gets back 
to his home-town bank. The interest of 
the stay-at-homes is half-hearted, natu- 
rally. They weren't there. As far as 
they are concerned there’s no reason 
why their institution shouldn't struggle 
along in the same old way. And our 
delegate, full of ideas and ambition when 
he left the convention hall, is all too 
likely to lose his enthusiasm in the chill 
of their indifference. 

“lam going to offer you one sugges- 
tion which may be of use in combating 


this situation. It is that a committee be 
appointed by your state convention to 
sift the really important ideas for better 
banking brought out at each session, 
and that these findings be drawn up in 
a list of resolutions, brief, simple and 
comprehensible. Then, that every dele- 
gate be made responsible for seeing that 
this list of resolutions is presented to and 
acted upon by the board of directors of 
the bank he represents, and finally that 
the action taken be cleared through the 
secretary's office and its results analyzed. 
If we can turn the energy generated by 
our convention sessions into productive 
channels—if we can project the leader- 
ship developed there into financial in- 
stitutions all up and down the land and 
set the wheels of modern management 
revolving—then the business of banking 
will have taken a long step forward.” 


THE NEW OFFICERS 


At the close of the meeting the fol- 
lowing officers were elected to serve for 
the ensuing year: President, Paul P. 
Brown, secretary North Carolina Bank- 


673 





The Union Bank of Scotland 


— 


LIMITED 
Established over 100 years 


Subscribed Capital 


Chairman—His Grace THE DUKE OF ATHOLL, K.T. 


£5,200,000 
£1,200,000 
. £1,800,000 
£29,133,000 


NORMAN L. HIRD, General Manager 


Head Offices: 


GLASGOW —St. Vincent Street 


EDINBURGH— George Street 


209 Branches throughout Scotland 
LONDON OFFICES—62, Cornhill], E. C.3 


332 Oxford Street, W. 1 


1, Regent Street, S. W. 1 


Adapted in Every Way to Carry Through All Forms of Banking Business 
in London and Scotland 


Every description of Home and Foreign Banking transacted. 


Letters of Credit issued on all places at home and abroad; Cable Remittances, 


Freight Collections. 
ranged. 
ject to approval. 


Ship’s Disbursements Credits, Commercial Credits, &c., ar- 
Bills of Exchange and Shipping Documents collected or negotiated sub- 
The Bank also undertakes the duties of Trustee and Executor. 


At London Offices Current Accounts and other business conducted on th 


usual terms of London Banks. 


Deposits received at interest. 
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ers Association, Raleigh, N. C.; first 
vice-president, Wall G. Coapman, sec- 
retary Wisconsin Bankers Association, 
Milwaukee, Wis.; second vice-president, 
J. W.. Brislawn, secretary Washington 
Bankers Association, Seattle, Wash.; and 
secretary-treasurer, Robert E. Wait, sec- 
retary Arkansas Bankers Association, 
Little Rock, Ark. 

In addition to the above, who are ex- 
officio members, the following were 
elected to the board of control: H. G. 
Huddleston, secretary Tennessee Bankers 
Association, Nashville, Tenn. 

Mr. Brown, the new president of the 
section, was born in 1879. He was edu- 
cated in Catawba College and Davidson 
College, and has maintained his interest 
in education since that time. For two 
years he was principal of a high school. 
Even after he entered banking work he 
continued to place much emphasis on 
proper training. He was graduated from 


the American Insitute of Banking, served 
as first president of the Asheville chap- 
ter, and was for years an instructor in 
that and the Raleigh chapters. From 
1925 to 1928 he was a member of the 
national executive council of the insti- 
tute. During most of this time he was 
engaged in bank work. After the high 
school experience he joined the Shuford 
National Bank of Newton, N. C., later 
going to the First National Bank, Hick- 
ory, N. C., and finally to the American 
National Bank, Asheville, N. C. Here 
he remained several years, advancing to 
the position of assistant cashier and 
trust officer. In 1923 he resigned to 
become secretary of the North Carolina 
Bankers Association, as a part of which 
job he edits and manages The Tarheel 
Banker. Like most good secretaries, he 
is a booster, a member of the Rotary 
Club; like most Southerners he is 4 
Democrat in politics. 





The Convention Resolutions 


has implicit confidence in the abil- 

ity of the people of the United 
States to meet successfully the unusual 
economic conditions with which they 
are now confronted. We believe that 
the great natural resources and the 
courage and high order of intelligence 
of our people, which have brought our 
country to its present position of pre- 
eminence in finance, commerce and in- 
dustry, are a guaranty that the present- 
day problems will be solved. 

American credit is still the strongest 
in the world and American money is 
everywhere recognized as the soundest 
in the world. We hold a large part of 
the world’s monetary gold and it is 
fundamentally true that where the gold 
is there the strength lies. The large re- 
sources of our Federal Reserve banks 
have been scarcely touched and are avail- 
able to supply hundreds of millions of 
credit or currency. In spite of the 
storm which has affected every nation 
in the world, we have approximately 
22,000 banks in the United States which 
are still upholding the high tradition 
of sound banking—faithfully serving 
their patrons and meriting the confidence 
and good-will of the public. 

It is against this background that the 
bank suspensions of the first eight 
months of the year must be considered 
in order to put the bank failure situa’ 
tion in its true perspective. Ninety-six 
per cent. of the banks of the country 
were not involved in bank suspensions, 
and almost 99 per cent. of the deposits 
of the people were not affected. With 
this display of strength, the American 
Bankers Association is confident that 
our banking situation is sound and that 
America’s indomitable will to conquer 
will sce us safely through the present 
difficulties as it has in depressions of the 
past. 

It is now generally recognized that 
the conditions which are acute today in 
the United States have been brought 


Tiss American Bankers Association 


about through events in other parts of 
the world, largely due to the economic 
consequences of the World War, which, 
by their very nature, require time and 
patience in their solution. The near 
approach of the expiration of the inter- 
national debt moratorium, which occurs 
July 1, 1932, carrying with it, as it does, 
uncertainties as to the ability of the 
nations concerned to resume the pay- 
ment of their obligations at that time, 
is a very serious obstacle to the resump- 
tion of normal international trade and 
commerce. We, therefore, respectfully 
suggest to our Government the con- 
sideration of undertaking negotiations 
immediately toward accomplishing an 
extension of the moratorium until such 
time as seems necessary to allow sufficient 
recovery from present conditions to 
warrant the belief that adjusted pay- 
ments can be resumed and that previous 
to the maturity of the moratorium, the 
capacity to pay of the nations concerned 
be reconsidered. Questions pertaining 
to the financial condition of the world 
powers are intimately associated with 
the possible solution of the armament 
problems. We heartily indorse attempts 
now being made by the governments of 
the earth to bring about effective world 
disarmament and the consequent reduc- 
tion of the financial burdens imposed by 
competitive armies and navies. 

In connection with the solution of in- 
ternational financial problems, we are 
pleased with the progress now being 
made through personal conferences of 
business and governmental leaders in the 
capitals of the several important coun- 
tries, looking to more friendly and better 
economic relationships, which will lay 
the foundation of a more stable basis for 
conducting the business of the world. 


UNEMPLOYMENT RELIEF 


We recognize the 


importance of 
meeting the obligations which have 
fallen upon our people because of the 
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great number of unemployed who find 
it dificult to obtain work at the present 
time. We believe that this problem can 
be met in the characteristic American 
manner, namely by private and local 
relief activities. We commend the ac- 
tion of many American bankers who are 
now aiding in the furtherance of emer- 
gency relief. We believe that the rank 
and file of the American people are ad- 
verse to any system of unemployment 
insurance which would lead this coun- 
try to inaugurate a program of national 
doles at governmental expense. It has 
been demonstrated in all countries where 
the dole system has been applied that it 
has destroyed the spirit of individual 
initiative and put upon governments un- 
bearable burdens. 

To speed recovery to normal condi- 
tions all citizens, regardless of partisan 
affiliations, business or professional acti- 
vities, should now earnestly and cou- 
rageously co-operate to maintain the 
confidence of the people in the funda- 
mental institutions which have contrib- 
uted so much to our nation. 


THE BANK POOL 


We heartily approve the plan of the 
President of the United States under 
which a $500,000,000 bank pool is being 
created for the purpose of meeting the 
discount demands of bankers who find 
it advisable in supplying the needs of 
the public to obtain funds from collat- 
eral of a character, which though sound, 
is not eligible for rediscount directly or 
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indirectly with the Federal 
banks. 

The operation of this pool, which 
would be available for use by all sound 
banks, both state and national, should 
immediately remove the restriction upon 
credit throughout the United States that 
has been the cause of so much anxiety 
to bankers and the public and should 
serve to re-establish confidence through: 
out the length and breadth of this coun- 


try. 


Reserve 


APPRECIATION 


We desire to express to the president 
of the association and his associate off- 
cers our appreciation for the able man- 
ner in which the affairs of the organiza- 
tion have been conducted during the last 
year. The administration of President 
Stephenson has come at a time which 
would have tried the skill and intelli 
gence of any man in this country. He 
has presented at all times, with dignity 
and force, the policies of this association 
in his many contacts with the business. 
world. 

The association is indebted to the 
speakers in the various sessions of the 
convention for the splendid addresses 
they have delivered and the fine thought 
and care they have given to the prob 
lems of finance and industry. This as- 
sociation also extends its thanks to the 
bankers, hotels and the press for the 
many acts of courtesy which they have 
extended to the delegates of this con 
vention. 





Unjust Charges Against Germany 


By BENJAMIN M. ANDERSON, JR. PH.D. 
Economist of the Chase National Bank, New York 


financial recklessness and even 

with financial bad faith, because, 
in the period from 1924 to 1930, fol- 
lowing the Dawes Plan, she borrowed 
abroad a great deal more than she paid 
in reparations, and because, with some 
of the funds borrowed abroad, she built 
municipal hospitals, municipal theaters 
and museums, as well as municipal water 
works and other public utilities. I do 
not believe that these charges are just. 
I do not believe that Germany has been 
financially reckless or that she has shown 
financial bad faith, and I believe that 
her financial future is perfectly manage- 
able if she receives the necessary con- 


6 has been charged with 


was used as follows: (a) to pay interest 
on her commercial debt, amounting, 
during the seven years, to 2,500 million 
Reichsmarks; (b) to add to her holdings 
of gold and foreign exchange to the 
extent of 2,100 million Reichsmarks; 
(c) to pay reparations amounting to. 
10,300 million Reichsmarks; and (d) 
to pay for the surplus of imports over 
exports, including deliveries in kind of 
6,300 million Reichsmarks. 

I agree that, during the period from 
the middle of 1924 to early 1928, 
Germany borrowed too much, and I 
agree that too much of the borrowing 
was done by the states and municipal- 
ities. But I would point out, first, that, 


“T believe that-Germany, taking everything into account, has 


made a record of good faith and not of bad faith as a debtor, and 
that the charges of financial recklessness and irresponsibility, and 
even of bad faith made against her are without justification.” 


sideration in the matter of reparations 
payments. 

First, as to the facts: Foreign invest- 
ments in Germany, taking into account 
her industries, her banks, her munic- 
ipalities, her states and her central 
government, increased during the seven 
years 1924 to 1930, inclusive, by 18,- 
200 million Reichsmarks, or $4,330,- 
000,000. Gross foreign investments 
increased by 25,500 million Reichs- 
marks during this time, but this was re- 
duced by German investments abroad to 
the 18,200 million Reichsmarks ($4,330,- 
000,000) mentioned above. This 18,200 
million Reichsmarks, together with three 
billion Reichsmarks which she has re- 
ceived from the services of her shipping 
and other services rendered to foreigners 


—_—. 


From a recent address. 


during this period, the whole world 
was borrowing too much, and _ that 
states and municipalities throughout the 
world were borrowing too much. Cer- 
tainly our own states and municipalities 
borrowed much too heavily during this 
period. Certainly Latin America bor- 
rowed too much. The borrowing there 
was to an even greater extent by munic- 
ipalities and national governments. 


THE BASIC CAUSE OF THE TROUBLE 


The basic trouble, during this period, 
1924-28, was an excess of loan funds 
available, with lenders seeking borrowers 
and forcing funds upon them. And 
the basic reason for this was the very 
rapid expansion of bank credit in the 
United States, due to our excess of gold 
and due to our cheap money policies. 
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Expanding bank credit, based on exces- 
sive reserves, gives the illusion of un- 


limited capital. We made it easy for 
everybody in the world to get into debt, 
including Germany. 

In the second place, I would point 
out, as a matter of personal knowledge, 
that the German treasury and the 
German Reichsbank, and the great 
bankers in Germany warned the outside 
world that too much money was going 
to German states and municipalities, 
and tried vigorously to hold down such 
loans. In October of 1925, Germany 
was in a financial crisis, following a big 
spurt in industry and finance that had 
resulted from the Dawes Plan. Her 
working capital had been largely ex- 
hausted in the period that preceded the 
Dawes Plan, and she had inadequate 
capital to finance the expansion which 
followed. Merchants and manufacturers 
were paying 14 per cent. for money, 
and bankruptcies were occurring every 
day. The outside world, particularly 


— 


the United States, with superabundant 
funds, had felt that loans to the states 
and municipalities, which outside in- 
vestors were willing to trust, would 
contribute to the available supply of 
capital in Germany, and help ease off 
the strain, and such loans were made 
and taken by the investing public out- 
ae 

But the New York money market 
is a competitive money market. There 
are many investment and underwriting 
houses, and the activities of such houses, 
with an investing public eager for 
foreign bonds, was not easily subject 
to control. The only effective control 
of their activities is through control of 
the money market itself, and this con- 
trol is lodged with the Federal Reserve 
authorities, who, from 1922 to 1928, 
with an interruption in 1923, regarded 
a cheap money policy as desirable. I 
agree that Germany borrowed too much 
during this period. I agree that the 
states and municipalities borrowed too 
much. I agree that the efforts of the 
Reichsbank and of the German govern: 
ment to control this state and municipal 
borrowing were not as effective as they 
would have been had the contral author- 
ity in Germany been stronger. But I 
ask the country to consider what would 
happen in the United States if the 
Federal Government undertook to regu’ 
late borrowing by the states and munic- 
ipalities. Germany did go further in 
the effort to control these things than 
our Government would be able to go. 

Germany had a special problem in 
connection with public finance which 
we have fortunately escaped. In the 
reorganization of her finances following 
the war, Germany took away from 
states and municipalities many inde: 
pendent sources of tax revenue which 
they had previously enjoyed, and made 
them dependent upon the central gow 
ernment for part of their revenues 
This both improved their credit and 
lessened their financial responsibility. 
This exposed the central government to 
political raids upon the treasury, with 
members of the Reichstag from the 
various states and municipalities trading 
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votes with one another to get additional 
funds out of the central treasury for 
the local governments. The central gov- 
ernment’s financial authorities and the 
Reichsbank trying to hold down munic- 
ipal borrowing encountered precisely the 
same kind of political opposition that 
our central government would encounter 
under similar circumstances. S. Parker 
Gilbert, whose conduct of the duties 
of Agent General for Reparations was 
admirable, repeatedly gave warnings on 
this point. I do not believe that the 
German government and the Reichs 
bank accomplished as much as they 
might have accomplished. I believe 
that they yielded much more than it 
was desirable to yield to political pres- 
sure. But I credit them with striving 
in good faith to resist unsound financial 
tendencies; and I believe that the root 
of the trouble lay, not in Germany, but 
in our excess of cheap money, which 
made for over-borrowing, not only in 
Germany, but rather all over the world. 

With respect to the uses of these 
borrowed funds, let me say that, while 
too much went to the states and munic- 


ipalities, much the greater part went to 
the industries and public utilities. Only 
a small percentage went into non- 
productive municipal hospitals and 
museums and the like. Too much went 
into improvements in water works, 
municipal transportation and _ other 
public utilities—productive works, but 
productive works which Germany could 
not well afford to construct when local 
interest rates were so high and working 
capital for the industries and commerce 
was so scarce. 

A great deal went into working 
capital for the industries, though not 
enough. Too much went into what 
was known as “rationalization.” Ger- 
many succumbed to the popular doctrine 
of the time that American mass produc- 
tion methods constituted the ideal, and 
that by adopting American mass pro- 
duction methods she would find her 
economic salvation. Mass production 
involves the use of a vast deal of capital 
equipment with a minimum of labor. 
It is a good program for a country 
where labor is relatively scarce and 
capital relatively abundant. It is par 
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excellence a program for the United 
States. For a country where labor is 
relatively more abundant and capital 
relatively scarcer, mass production is 
not so well adapted. There the pro- 
gram should be to use capital economi- 
cally, and labor more lavishly. I do 
not regard this as a factor of major 
importance in the present situation, 
but it is worth while pointing out 
that some of the money lent to German 
industries would have beer. better used 
had it gone into working capital rather 
than into improved plant and equip- 
ment, and had Germany continued to 
make use of her old methods instead 
of trying to imitate American methods. 


RESOURCEFULNESS OF GERMAN 
INDUSTRY 


On the whole, however, German in- 
dustry has shown itself marvelously 
resourceful, has made good use of the 
capital it has had, and could make good 
use of more working capital, if it were 
available. German industry has shown 
itself very flexible, and Germany has 
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made a very splendid record in passing 
from an importing to an _ exporting 
country as financial pressure has in- 
creased. While she was_ borrowing 
more than she was paying, she had an 
import surplus, using her excess of 
foreign borrowings in bringing in for’ 
eign goods. Now that she is paying 
more than she is borrowing, she is 
developing an export surplus, sending 
out an increasing amount of exports 
over imports. 

With reference to German borrow 
ing, it is to be observed that the over’ 
whelming bulk of it was not. by the 
German central government, but rather 
by the industries, states and municipal: 
ities, and the banks. The German gow 
ernment, in accordance with the Dawes 
Plan, borrowed $200,000,000, which 
provided the gold reserve of the re’ 
habilitated Reichsbank in 1924. In ex’ 
change for the gold, the Reichsbank 
gave the German government $200,000, 
000 in marks, which the German gow 
ernment used in paying for deliveries 
in kind, i.e., goods exported to the 
Allies on reparations account. The 
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Young Plan loan of $300,000,000 was 
made in 1930 at the instance of the 
Allies themselves, in the effort to “com- 
mercialize” the political payments due 
on reparations account. Two hundred 
millions of this went to the Allies, 
and only $100,000,000 to the German 
government. 


REPARATIONS MONEY RAISED BY 
TAXATION 


So far as the German government 
is concerned, it really raised the great 
bulk of the reparations money, not by 
borrowing, but from taxation and con- 
tributions made from the earnings of 
the German railways and the earnings 
of German industries. The German 
government raised the money at home, 
in marks, chiefly by a system of taxation 
which we should regard as cruel and 
Onerous in the extreme, not only em- 
ploying very high income taxes, but also 
making use of a very wide range of 
taxes on consumption, which turned 
Many articles of ordinary use into 
luxuries, and which made foreign 
luxuries virtually impossible for the 
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great majority of the people. The 
toreign loans made to Germany, with 
inconsiderable exceptions, did not re- 
lieve the German government budget, 
and did not relieve the German people 
from taxation. 

Foreign loans eased the situation with 
respect to another point, namely, that 
of transferring marks into foreign cur- 
rencies. So long as the foreign loans 
continued to be made in amount greater 
than reparations and other debt charges, 
Germany brought in a surplus of goods 
with the difference. When, in 1929, 
as a result of high money in New York 
and the rest of the world, Germany was 
unable to place more bonds with the 
outside world, she was suddenly caught 
with the need of a radical change of 
her industrial activities. She was obliged 
to reduce her production of domestic 
consumption and to increase her produc- 
tion for export. She accomplished this 
transition successfully, and turned, i 
the middle of 1929, from an import 
surplus to an export surplus, when de- 
liveries in kind on reparations account 
are taken into consideration. 
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She met part of her payments in the 
latter part of 1928 and in 1929 by in- 
creased short-term borrowing at high 
rates of interest, but she tightened her 
belt and reversed her position and began 
to send out an export surplus of goods. 
As her ability to borrow abroad con- 
tinued to diminish, she continued to 
increase her export surplus. She car- 
ried through, in the annuity year, 1928- 
29, the full standard payment under 
the Dawes Plan, namely, 2,500,000,000 
of gold marks, and, in addition, interest 
on private debt of 800,000,000 marks. 
The Young Plan reduced the repara- 
tions payment for the succeeding year 
to something over 1,600,000,000 marks, 
and interest on private debt continued 
at approximately 800,000,000 marks. 
Germany carried this through 1930. 

But difficulties began to grow. With 
the acute world depression, receipts from 
taxation diminished, and public expendi- 
ture, particularly in connection with 
taking care of unemployment, increased. 
A fiscal deficit appeared. Virtually 
every respectable government has a fiscal 
deficit in times of acute depression, and 
usually this is not serious, since the 
government can borrow to fill in the 
gap. In Germany's case, it was very 
serious, since the heavy obligations for 
reparations meant that the government 
had no considerable margin of credit for 
borrowing. Then came, in the autumn 
of 1930, the scare over the Hitler elec- 
tion. This election gave the radicals 
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of both extremes, communists and na- 
tionalists, an opportunity to capitalize 
the dissatisfaction of the people with the 
hard conditions, and although they did 
not win the election, they still reduced 
the majority of the moderate parties. 
None the less, the moderate parties con- 
tinued to control Germany, and do 
today control it. But the election 
made a scare, and led to the withdrawals 
of short-term credits from Germany, and 
led to a frightened selling of marks by 
a good many Germans, who were fearful 
of the future of the mark. Germany 
surmounted this run, and continued to 
pay, as she had surmounted a similar 
run in late April and early May of 
1929, when the Young Plan _ negotia- 
tions seemed likely to break down. She 
carried on into the middle of 1931 under 
these difficult conditions, and yielded 
only when a third run was precipitated 
by difficulties in Austria in the early 
summer of 1931. Before yielding, Ger- 
many made heroic efforts to pay, and 
did pay gigantic sums. In the adjust 
ment which finally came, Germany 
worked in harmony with her creditors 
and satisfied them of her good faith. 

Her position, so far as commercial 
debt is concerned, is perfectly manage’ 
able. Interest on her commercial debt, 
including the debts of the government, 
the states and municipalities, the indus 
tries and the banks, amounts to about 
800 million Reichsmarks, or $190,000,- 
000 a year. If only interest and mod- 
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erate capital repayments are considered, 
Germany can certainly handle these. 
The difficulty arises when excessive 
sudden withdrawals of capital are in- 
volved—difficulties of the kind which 
we have just seen pull Great Britain 
off the gold standard. But Germany 
fought hard in the effort to pay. 

With reference to reparations, how- 
ever, the problem is very different and 
it is increasingly clear that the amounts 
of reparations must be substantially re- 
duced if Germany is to be able to hold 
her position in adverse times. The gov- 
ernment can raise the money by taxation 
when business is good in Germany, by 
a kind of taxation which few peoples 
would endure. But in adverse times, 
when, despite high tax rates, revenues 
fall off, and when the existence of the 
high reparations charges means that the 
government’s ability to borrow is very 
limited, there is always danger of a 
breakdown. The German budget must 


be relieved of a burden which it is now 
clear is too heavy. And the German 
government must be given a margin 
which will justify credit to tide it over 
hard times. 

It is further to be observed that, in 
December of 1930, the German govern- 
ment was strong enough to increase 
taxes drastically, and to cut public ex- 
penditures drastically, and did so. 

I believe that Germany, taking every- 
thing into account, has made a record 
of good faith and not of bad faith as 
a debtor, and that the charges of finan- 
cial recklessness and irresponsibility, and 
even of bad faith made against her are 
without justification. I believe, too, 
that the German position is perfectly 
manageable, and will be rectified when 
we, and France, and the other govern- 
ments concerned, make the necessary 
adjustments in inter-allied debts and in 
reparations. I further believe that we 
cannot move too rapidly in these matters. 
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late drawing heavily on New York 

for gold, the largest exports of the 
metal going to the Bank of France. In 
Great Britain the new national govern- 
ment, after completing legislation pro- 
viding for a balancing of the budget, dis- 
solved parliament and called a general 
election, resulting in its return to 
power. Trouble of a serious character 
has developed between China and Japan 
over affairs in Manchuria. Prime Min- 
ister Laval of France has visited Wash- 
ington in an effort to co-operate with 
the United States in settling some of the 
world’s pressing economic and political 
problems, and similar visits by promi- 
nent statesmen from other countries are 
in prospect. Germany has had a re- 
cent meeting of the Reichstag and the 
present government remains in power, 
though with several changes in the 
cabinet. That country seems to be re- 
gaining its position in international 
trade, the total having recently reached 
the pre-war figures, with a heavy bal- 
ance of exports over imports. Following 
the abandonment of the gold standard by 
Great Britain, several other countries 
have taken a similar course. Protective 
measures of various kinds have been re- 
sorted to in some of the South Amer- 
ican countries. The formation in the 
United States of a billion-dollar credit 
corporation to assist banks whose assets 
have become illiquid has not been favor- 
ably received in foreign circles, French 
opinion considering it as inflationary in 
character and as being calculated to 
create distrust in the maintenance of the 
gold value of the dollar—a view not 
given much weight in informed circles 
of American finance. As to the methods 
of dealing with a serious crisis like the 
present there are two schools of thought 
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of widely diverging views. One holds 
that the crisis must run its course and 
be completely liquidated with little re- 
gard for the consequences to those in- 
jured in this drastic cleaning-up process, 
The other would have various palliative 
remedies employed with the object of 
mitigating the severities of the liquidat- 
ing process. This latter method is the 
one being commonly employed, no na- 
tion apparently being willing to risk the 
serious political and economic distur- 
bances that might follow if no attempt 
were made to lessen the severity of the 
depression. 


GREAT BRITAIN 


The general election, held in October, 
resulted in a sweeping triumph for the 


present government. This result will 
enable the cabinet to carry forward its 
policy for balancing the budget and 
stabilizing the pound. It is expected that 
one of the measures to be passed by Par- 
liament at an early day will be a pro 
tective tariff. Interest in financial circles 
has quite naturally centered around the 
probable course of sterling since the 
suspension of the gold standard on Sep- 
tember 20. Recently the discount has 
been approximately 20 per cent., and 
there is speculation as to whether the 
value of the pound may settle perma- 
nently at that rate, or whether it may 
go lower or higher. The discount has 
been accentuated by the fear which the 
action itself involved, and there is some 
belief that when this passing fear is dis 
pelled the gold value of sterling may 
rise. Success of the efforts to balance 
the budget should work in this direction. 
On the other hand, if radical policies 
are to be followed, entailing increased 
expenditures, the outlook for sterling is 
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uncertain. If the pound in the near 
future reaches a stable level, there will 
be strong inducements for keeping it at 
that rate, instead of the old parity, 
should the gold standard be restored. 
London’s position still remains some- 
what vulnerable owing to the large for- 
eign balances still at that center and sub- 
ject to withdrawal, a difficulty made all 
the more acute by the inability of the 
London banks to call home their funds 
placed abroad. But the London banks, 
greatly concentrated as they are, and 
managed with exceptional ability, are in 
a strong position. An element of their 
strength of which the public is unaware 
consists in the enormous hidden reserves 
which most of them carry. 


BRITISH VIEWS ON THE WORLD SITUATION 


The main causes of the world crisis 
are summarized in a report made by the 
British Committee of the International 
Chamber of Commerce, prepared before 
the suspension of the gold standard. 
This report, while dealing with the 
world situation, contains much especially 
applicable to the British Isles. It ap- 
pears in full below: 


1. In July last, on the return of the 
British delegation from the Congress of the 
International Chamber of Commerce held in 
Washington, where the economic crisis of 
the world was the chief topic of discussion, 
a general report was given to the British 
national committee of the chamber and a sub- 
committee was appointed to report in more 


det vil, 
TI 


he economic crisis of the world and 


sreat Britain has developed so rapidly that 
the sub-committee believe the British national 
committee will be glad to be informed with- 


out delay what their sub-committee consider 
to be the main causes, and will wish them to 
define also the steps which in their opinion 
Great Britain should take at once to protect 
her own economic position and to start bet- 
ter conditions in world trade. 

2. The report which follows has been 
drawn up by the sub-committee with that 
object in view and the chairman of the 
British national committee, Lord Luke, is 
circulating it to the constituents of the 
British national committee in the hope that 
they will publicly endorse it. 

3. During the post-war years there has 
been a gradual upsetting of economic and 
financial equilibrium by: 

(a) An uneven expansion in productive 
capacity—agricultural, mining and industrial; 

(b) The existence of international debts; 

(c) The post-war policy of high cus 
toms tariffs, and 

(d) The uneven distribution of gold 
stocks. 

4. During the war, the disturbance of 
normal productive activity in the belligerent 
nations led to an abnormal development of 
production in neutral countries. After the 
war, the restoration of the impaired ca- 
pacity combined with the maintenance and 
further extension of the new productive ca- 
pacity has led to an oversupply of many 
products, when that supply is related to the 
demand. 

5. International debts must be dis- 
charged by the transfer of goods, or services, 
or gold, or by balancing international invest- 
ments either on long term or on short term. 
High customs tariffs have interposed a most 
serious obstacle to the discharge of these 
debts through the transfer of goods, while 
the attempt to discharge them by these means 
has forced international trade into artificial 
channels. Their discharge by short term 
loan has introduced financial instability inas- 
much as the risk of sudden withdrawal of 
short term monies is a constant potential 
source of exchange crises. The new creditor 
nations have not consistently maintained a 
policy of long-term foreign investment in 
sufficient volume or with sufficient persistence 
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to offset their unwillingness to be paid in 
goods or services. 

6. In consequence of the insufficiency of 
the methods of discharge of international 
debts by the transfer and receipt of goods, 
or by foreign investment, it has been neces- 
sary to transfer gold. This abnormal de- 
mand for gold has raised its price and, as is 
well known, a rise in the price of gold ex- 
presses itself by a fall in the price of all 
other commodities. 

7. The present maldistribution of gold is, 
therefore, directly caused by the desire of the 
creditor nations to be paid for their exports 
and for interest on their international loans, 
while at the same time these same creditor 
nations refuse to accept payments in goods 
or services, or to maintain their volume of 
foreign investments at an adequate level. 

8. In some cases the desire for tangible 
guarantees for future security has colored the 
outlook on international affairs in the post- 
war period to the detriment of the general 
economic situation. In other cases the change 
from creditor to debtor has come suddenly, 
both masked and accelerated by the war. 
Tariff policies, possible to debtors and re- 
garded by them as great aids to national 
progress, have become high tariff policies re- 
gardless of the obligations imposed by the 
change of position from that of debtor to 
that of great creditor. 

9. The creditor nations are failing to 
recognize the duty which lies upon the 
creditor of not preventing the debtor from 
paying. Great exporting and creditor nations 
are not realizing the truth that they cannot 
sell unless they support the world market, 
either as buyers or aS permanent investors. 
For a great creditor nation in the world mar- 
ket the two policies of selling freely and of 
refusing to buy are incompatible. Persistence 
in these two opposed policies is bringing 
about a state of affairs destructive of the 
fabric of world trade. 

10. The inconsistency of these policies 
has resulted in a clash of two irresistible 
forces. Rich and energetic sections of the 
human race have inflicted great injury on the 
fabric of world trade without their people 
understanding that they are wrecking the 
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world and that in wrecking the world they 
wreck themselves. 

11. Creditor nations must accept an ad- 
verse balance of trade as a corollary and com- 
plement to their wealth or must alternatively 
maintain an even flow of permanent invest- 
ment abroad. Until this is recognized there 
is every prospect of prolonged depression, in- 
creased unemployment and unbalanced bud- 
gets. These factors have already threatened 
the stability of Great Britain, Austria, Ger- 
many and other nations. 

12. The uneven expansion in productive 
capacity and the uneven distribution of gold 
stocks referred to above have caused the 
calamitous fall in wholesale prices which has 
characterized the world depression. This fall 
in prices has in turn led to a disequilibrium 
between the costs of manufactured goods and 
the costs of primary commodities. The great 
world exchange between these two classes of 
goods has been interrupted so that all trad- 
ing activity has diminished and unemploy- 
ment increased. 

13. In Great Britain in particular, the 
direct and indirect effects of the fall in prices 
has been a serious reduction in the volume 
of British invisible exports; that is, of pay- 
ments of shipping freights, banking, insur- 
ance and other services, and in the yield of 
investments abroad. Coupled with the 
diminution in the volume of British exports, 
this fact has led to a deficit on the British 
balance of trade with the rest of the world, 
a deficit which can only be remedied under 
our existing fiscal system by a great expan- 
sion of exports. Such an expansion would 
mean an abrupt reversal of the recent rapid 
fall in the volume of these exports and is in 
the nature of things unlikely to be achieved 
in the near future whatever success may at- 
tend the efforts to improve the efficiency of 
British industry. 

14. British exports will not regain their 
position in international commerce until the 
general level of British costs has been re- 
duced to a point at which our productivity 
and prices can compete with those of other 
industrial nations. The adjustment of these 
costs must occupy a considerable period of 
time. In the meanwhile, it is essential to 
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correct the disequilibrium of the balance of 
trade and no other means are open to Great 
Britain than a drastic reduction in the volume 
of her imports, either by total prohibition or 
by a general tariff. It is recognized that the 
adoption of a tariff policy by Great Britain 
and the abandonment of her existing free 
trade system must impose obstacles to the 
settlement of international debts owing to her 
for the services rendered by her shipping, 
her banks and others and as interest on her 
foreign investments. 

15. The urgency of the present situation 
must, however, overrule this consideration. 
An expansion of the world crisis by enforc- 
ing on the attention of other nations— 
through the partial closing of the great 
British markets—of the truth of the views on 
international trade expressed in this memo- 
randum is the only course open to Great 
Britain in the present crisis. 

16. When that step has been taken, 
however, Great Britain should take the lead 
in summoning a new international economic 
conference which would have for its object 
the adoption of conventions for the co- 
ordination of European and world tariffs 
upon such lines as would best assure the 
raising of volume of international trade to a 
maximum level. In this connection, arrange- 
ments with different nations within or outside 
the British Empire, or mutual concessions in 
regard to tariff rights, should be welcomed 
and there should be no hesitation in aban’ 
doning the most-favored-nation clause after 
such intervals as were necessary for the de- 
nunciation of existing commercial treaties. 

17. The adoption of a tariff alone will 
not cure British industrial troubles. Unless 
Great Britain is prepared to sacrifice her great 
international position, her industries must 
adjust themselves in every way to the new 
lower level of prices. Their present unit 
costs of production must be lowered and the 
organization, structure and efficiency of ac- 
tivity must be improved until the combined 
emerging cost of British products again be- 
comes competitive in all the world’s markets. 

18. When that end is achieved, the 
stream of international trade, now reduced 
to a thread, will regain its former volume and 
the aggregate of world productive activity 
which alone provides sustenance, comfort and 
luxury, will once more expand until, though 
the number of pounds or shillings in the in- 
come may be fewer, consumable goods and 
services will be amply available to all those 
who work and those who now vainly seek 
employment will once again be actively oc- 
cupied. 


FRANCE 


Are France and Germany gradually 
coming to an understanding relating to 
econcmic interests which may be a pre- 
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liminary step toward friendlier political 
relations between the two countries? 
Some ground for this hope may be found 
in the announcement made of the result 
of the recent visit of Mm. Laval and 
Briand to Berlin. A mixed Franco- 
German commission is to be created, 
composed of representatives of the state 
departments concerned, with which will 
be associated representatives of various 
branches of commerce and industry and 
of labor. 

The conduct of the commission will 
devolve on members of both govern- 
ments. In addition there will be a joint 
standing general secretariat. The com- 
mission will hold its meetings at need in 
the one country or the other, and will 
begin its work soon. Its task will be to 
examine all economic questions touching 
the two peoples, without thereby losing 
sight of the interests of other countries 
and the necessity of international co- 
operation. Above all the commission 
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will examine the possibilities of strength- 
ening and extending ‘existing economic 
agreements and concluding new agree- 
ments, possibly in new forms of organi- 
zation. The commission will examine 
the present state of trade between the 
two countries in order to apply the les- 
sons of the experience gained since the 
Trade Treaty of 1927 came into force. 
The commission will further seek new 
marketing possibilities. It is the unani- 
mous view that this outline of its activi- 
ties is rot exhaustive. The representa- 
tives of the two countries regard it as 
important clearly to state that their 
action is not aimed against the economy 
of any other country. They state that 
they refuse to seek the solution of the 
questions put before the commission in 
a common procedure, in the field of cus- 
toms increases. The commission will 
keep its work in harmony with general 
efforts to combat the economic crisis, 
and will seek the co-operation of other 
nations in every case where the situa- 
tion so demands. Among other things 
the practicability of interrtational agree- 
ments in shipping and aviation may be 
examined. ‘The representatives of the 
French and the German governments are 
convinced that they are thus laying the 
foundation-stone of a constructive work. 
This work should be the first step to a 
policy of co-operation, which is the de- 
mand of the hour and in which all 
should co-operate. 


GERMANY 


For the present at least the existing 
government in Germany seems safe, 
Chancellor Bruning having recently re- 
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ceived a vote of confidence in the Reich- 
stag by a comfortable margin. This 
means that there will be no immediate 
change in the country’s economic and 
political policies. As a result of the 
reparations moratorium, the financial 
situation has become somewhat easier, 
and the recent visit of French cabinet 
officers to Berlin has relaxed the tension 
between this country and France. The 
export trade lately shows a large in 
crease, with a substantial balance over 
imports. There is, however, some ap- 
prehension as to what may be the effect 
on German exports of the devaluation 
of the pound, which is expected to bene- 
fit British exports and to make England 
a stronger competitor in the foreign 
trade field than she has been for some 
time. Of course, the major problem in 
Germany remains to be met. That is, 
some permanent arrangement for han- 
dling the vexed question of adjusting 
reparations payments. 


ITALY 


Like most other countries, Italy is ex 
periencing budget difficulties, the deficit 
for the first two months of the present 
fiscal year being over 520,000,000 lire. 
Fiscal necessities have dictated an in 
crease in the ad valorem duties on im 
ports. Exports keep on a fair level with 
imports. Tariff changes and the inter 
national exchange difficulties have un 
settled trade. Wool and silk manufac 
turing and shipbuilding are active. 
Unemployment recently reached a total 
of 693,273, with a prospect of an in 
crease during the winter. Among other 
plans to meet the situation, the expendi 
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ture of 150,000,000 lire has been au- 
thorized for extraordinary public works, 
the major part to be applied to hydraulic 
development. On September 28 the 
discount rate of the Bank of Italy was 
increased from 52 to 7 per cent. 


HOLLAND 


The 1932 budget recently introduced 
into Parliament estimates receipts at 
544,268,092 florins, compared with 603,- 
447,281 florins for 1931. Expenditures 
for 1932 are estimated at 593,656,079 
florins, compared with 612,543,373 
florins for 1931. To provide for the 
deficit of 49,387,987 florins, salary re- 
ductions are expected to cut the deficit 
by 7 million guilders, 11 million will 
come from increased import duties, 10/2 
million from a tax on gasoline, and the 
remainder will be made up out of the 
surplus of 1929. There has been a com- 
fortable surplus every year from 1925 
to 1930, the total in the six years having 
been 324,057,000 florins. 


DENMARK 


Danish industry, being only to a small 
extent based on export trade, has fairly 
withstood the falling off in the demand 
for goods by various countries. Lately 
imports have been declining and exports 
increasing. Prices are still falling. 
While deposits in the commercial banks 
have recently shown a slight reduction, 
the deposits in the savings banks have 
increased. The first eight months of the 
present year showed a somewhat in- 
creascd number of bankruptcies and 


compulsory sales as compared with the 
corresponding months of last year. This’ 
particularly applies to compulsory sales, 
of which the farm property group 
showed a very considerable increase. 


TURKEY 


The Turkish budget for 1931-32 
places the receipts at 186,705,599 
Turkish pounds and the expenditures at 
186,582,005. Compared with 1930-31 
both receipts and expenditures are less 
by some £ T. 36,000,000. According to 
the Ottoman Bank, the considerable re- 
duction in receipts shows how revenue 
of all descriptions has been affected by 
the economic crisis. In certain cases, 
and particularly in the case of the tax 
on land and buildings, as well as the tax 
on cattle and transactions, it has been 
necessary to reduce the amount in order 
that the tax should not defeat its own 
purpose of producing revenue. The 
credits are in consequence correspond 
ingly reduced. 

Apart from the department of justice, 
navy and air forces and the grand na- 
tional assembly, for which the expendi- 
ture is higher, all departments have suf- 
fered considerable reductions in their 
allocations. 

HUNGARY 


To assist the banks and to meet credit 
requirements a Guaranty Bank has been 
formed by the Association of Banks and 
savings banks, together with the Manu- 
facturing Industries Association and the 
treasury. The capital is 50,000,000 
pengos. 
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Terms of the new Hungarian foreign 
loan are as follows: The loan will be- 
come due in a year, however the Hun- 
garian government may ask for a re- 
newal of another six months. Should 
the Hungarian government take a long: 
term loan before the aforementioned 
loan becomes due, the latter has to 
be repaid therefrom. The government 
pays 534 per cent. interest in ad- 
vance and % of 1 per cent. banking 
commission, in addition to taxes and 
dues, if any, payable abroad. It has 


been provided that in case the loan will 
be renewed, the creditors may only ask 
for modification of terms if the position 
of the money market will justify it. 


POLAND 


The central office of statistics published 
the following aggregate figures showing 
the situation of the fifteen leading Polish 
commercial banks (only institutions with 
a capital of 5,000,000 zlotys and over 
have been considered) : 


Thousands of Zlotys 
July 31, June 30, 
ASSETS: 1931 1930 
Cash on hand and with 
banks 
Discounts 
iy 
Credits: 
Secured 
Unsecured 
Due from foreign banks 


41,869 
496,138 
7,449 


303,733 
89,503 
42,587 


408,574 
94,651 
57,519 


LIABILITIES: 
Time deposits 
Sight deposits 
Rediscounts 
Due to foreign banks .. 


169,684 
312,031 
178,246 
185,158 


234,114 
466,064 
111,605 
217,145 


At the last meeting of the board of 
directors of the National Economic 
Bank of Poland, the management pre- 
sented the balance-sheet and report of 
activities of the bank during the summer 
months. During the period from Janu- 
ary to August, short-term loans increased 
by over 30,000,000 zlotys, out of which 
6,500,000 zlotys constituted accommo- 
dations extended to farmers, 5,000,000 
zlotys loans to municipal savings banks, 
8,500,000 zlotys for the state industrial 
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establishments, 5,500,000 for priv. 
dustrial concerns, while the balanc- con- 
stituted loans to commercial enter rises, 
Credits extended out of the tro.sury 
reserve funds deposited with the sank 
increased by 35,000,000 zlotys, while 
special accounts in that branch o! the 
bank were increased by an additional 
16,000,000 zlotys. The principal reason 
for this increase is the activity of the 
bank in the financing of building con- 
struction in Poland which has been re- 
cently greatly extended. 

The rolling stock on Polish railroads 
shows improvement both in quantity 
and quality. On June 1, 1931, there 
were 5388 locomotives, which is an in- 
crease of forty-one during the year, 
Locomotives in repair amounted to 
14.86 per cent. of the total, a decrease 
of 1.95 per cent. in comparison with 
June, 1930. 

The number of passenger cars in 
creased by 1795 or 17.4 per cent. and 
totalled 12,088 cars, with a decrease of 
2.46 per cent. in the number of coaches 
under repair to 9.8 per cent. of the 
total. The number of freight cars ag- 
gregated 156,997, an increase of 2426 
(1.6 per cent.) during the year ending 
May 31, 1931. The percentage of 
freight cars in repair amounted to 3.83 
per cent., a decrease of 0.28 per cent. 


ARGENTINA 


The general import and distributive 
trades are depressed. Grain prices are 
rising. Owing to the depression, im 
ported goods are being sold below their 
cost of replacement. The purchase of 
foreign exchange is closely controlled 
through an agreement between the 
Banco de la Nacion and the private 
banks and a decree has been issued 
ordering exporters to furnish data show 
ing their respective foreign exchange 
situation. On October 7 the gold in the 
conversion office amounted to 274, 
000,000 gold pesos and in the Argentine 
legations to 10,000,000 gold pesos. As 
a result of a late start on spring leathers, 
September production of sole leather is 
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estimated at 20 per cent. of its normal 
level and of upper at 50 per cent., but 
it was expected that production of both 
would increase in October 


CHILE 


The Banco Central de Chile states 
that the signs of economic improvement 
in the country are increasing, but that 
some months of absolute calm must 
elapse before a new reaction commences 
to produce visible effects. At the be- 
ginning of September the bank again 
lowered its discount rate by 1 per cent., 
a step that it is hoped will lead to a 
gradual improvement of the internal 
market. 


FINLAND 


It is stated in the Bank of Finland’s 
monthly bulletin that during the whole 
of August and the first half of Septem- 
ber the Finnish money market was quiet. 
A distinct tendency could be observed, 
however, toward greater stringency. 
This was partly a seasonal phenomenon, 
but was partly, no doubt, connected with 
the general financial crisis. The decision 
of Great Britain to abandon the gold 
standard naturally affects Finland in 
many ways, as both financial and com- 
mercial relations between Great Britain 
and Finland are very lively. In order 
to protect its reserve of foreign currency 
the Bank of Finland has adopted the 
measure of raising the exchange for the 
dollar to 1 per cent. above the gold 
parity and other rates of gold exchange 
to a corresponding degree. 
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The state of the labor market is, on 
the whole, unchanged. The number of 
workmen engaged in industry during 
the third quarter was about 10 per cent. 
lower than at the same time in 1930 
and about 20 per cent. lower than in the 
same quarter of 1926. The reduction 
is throughout larger in the case of the 
exporting industries than of the local in- 
dustries. The number of unemployed 
has grown, as usual toward autumn. In 
the middle of September 9839 unem- 
ployed were registered at the labor 
exchanges against 8174 one month and 
6231 twelve months earlier. 


CHINA 


Trading conditions are encumbered 
by a number of adverse factors upsetting 
to business. In the north, the trade of 
Manchuria is disrupted temporarily ‘by 
the military occupation of South Man- 
churia, although the three Manchurian 
provinces generally are enjoying good 
crops. In North China, south of the 
Great Wall, agricultural crops likewise 
are good, reacting favorably upon the 
general economic outlook, but the sen- 
sational fluctuations in silver exchange, 
following the British embargo on gold 
exports, and the Manchurian distur- 
bances, have reacted unfavorably upon 
both imports and exports. Modern in- 
dustrial plants in North China, how- 
ever, continue active, responding to the 
advantage gained through low silver ex- 
change. The absence in this area of any 
major military hostilities also reacts fav- 
orably upon the general trading situa- 
tion. 
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Current Conditions in Canada 


HE marked fluctuation in the 
money exchanges has been the 
outstanding feature of the last 
month in Canada, according to the pub 
lications of both the Bank of Montreal 
and the Canadian Bank of Commerce. 
In its Business Summary for October 
22 the Bank of Montreal says that some 
recovery has occurred since the dip of 
the Canadian dollar to 86 cents and the 
pound sterling to $3.50 in New York, 
but states that “values are uncertain and 
until stabilized a new element of hazard 
enters into foreign trade. . . . In Canada 
the government has prohibited the ex- 
port of gold except under license. How 
and when the exchange situation will be 
stabilized is not apparent. Righting 
adverse trade balances will help and this 
through necessity is being brought about 
in more than one country.” 

The Summary goes on to discuss 
business conditions: “Unemployment at 
home and abroad and heavy deficits in 
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national budgets involve costly relief 
measures and increased taxation, as well 
as mounting debt. Measures of relief 
are more comprehensive in Canada than 
a year ago and entail larger public 
expenditure. In trade there is indica- 
tion of a halt in commodity price de- 
cline. For a considerable period prices 


have remained fairly steady, and while . 


there is still an over-supply of world 
stores of cotton, wheat, sugar, copper, 
rubber and lumber, prices would seem 
to have touched bottom.” 

In its Monthly Commercial Letter for 
October, the Canadian Bank of Com: 
merce, Toronto, is slightly optimistic. 

“At the close of the most productive 
season of the year,” it says, “an account 
of the general results may be of interest, 
particularly as it appears that a slight 
seasonal expansion in trade is under way, 
and that this upturn commenced earlier 
than in most other countries. 

“Subject to certain qualifications, the 





— wes ee FF ee, OO & FF 


LL 


THE BANKERS MAGAZINE 


state of business is fairly well reflected 
in railway car loadings, which for the 
elapsed part of the current year are 20 
per cent. less than for the corresponding 
period of last year, although it should 
be noted that the short western grain 
crops and the late marketing of these 
products have to be taken into consid- 
eration in comparing this year’s figures 
with those of 1930. Domestic trade 
conditions are fairly well represented 
by the weekly figures of car loadings 
classified as ‘merchandise in less than 
carload lots’ and ‘miscellaneous.’ Those 
for August increased quite substantially 
over July and, while this increase was 
not fully maintained in September, the 
latest figures continue above those of 
mid-summer. 


EMPLOYMENT CONDITIONS 


“The most recent official employment 
report, compiled from returns made by 
over 7000 employers, shows an unusual, 
but welcome, position during July and 
August. In July, 1930, employment in 


this group turned downward and a simi- 
lar development occurred in August in 
all but one of the four years preceding 


1931. This year, however, an upward 
movement took place in July and con- 
tinued in the following month, although 
the total number of workers was the 
lowest since the autumn of 1928 and has 
probably been reduced during Septem- 
ber. The rise during the latter part of 
the summer was due to a steady flow 
of new construction contracts; while the 
volume of these contracts is the smallest 
since 1926 there has been less than the 
usual fluctuation in the monthly place- 
ments, and those for September ex- 
ceeded both those in August of this year 
and in September, 1930. 

“Industrial conditions have continued 
irregular, although in this branch of 
business also some unexpectedly favor- 
able developments have taken place. The 
general trend of operations during the 
summer was downward, particularly in 
iron and wood production; for instance, 
the August output of pig iron was the 
smallest of any month since December, 
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1924; the production of lumber fell 
steadily in July and August to the lowest 
point of the year and to a level about 
40 per cent. of that a year ago; and the 
newsprint industry operated at about 57 
per cent. of capacity in July and at 51 
per cent. in August. On the other 
hand, steel production in August was 
larger than in the preceding month, this 
increase being the first since April; auto- 
mobile manufacturers also enlarged their 
production schedules, in contrast with 
their action in August, 1930; most tex- 
tile mills have had a busy season, some 
being employed on an over-time basis; 
and the output of the boot and shoe 
industry was, according to the July re- 
port, above that for the like month of 
last year.” 


FOREIGN TRADE 


“Foreign trade of Canada continued 
to decline during September,” says the 
Bank of Montreal’s Summary, “exports 
of domestic produce having a value of 
$48,991,000, compared with $81,046,000 
in the corresponding month last year, 
while imports at $45,379,000 show a 
decrease of $42,521,000. Imports were 
reduced nearly 50 per cent., an excep- 
tionally large contraction. A favorable 
feature is the tendency to balancing ex- 
ternal commerce, which was in evidence 
again in September with an excess of 
domestic exports over imports of $3,612,- 
000. In the elapsed six months of the 
current fiscal year, there has been a 
reduction in the adverse balance from 
$81,396,000 in 1930 to $22,704,000. 
The decline in the value of wheat ex- 
ported, $43,100,000, more than accounts 
for the whole of this year’s adverse trade 
balance.” 


BANK STATEMENT 


The bank statement at the close of 
August revealed no special change in 
the accounts of these institutions. Note 
circulation rose $4,714,000 during the 
month, compared with an increase of 
$14,000,000 in August of last year, a 
difference due in part to the smaller 
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grain crop in the western provinces and 
to lower prices of commodities generally. 
Notice deposits continue to mount, ris- 
ing $9,816,000 in August to $1,461,- 
091,000, and being $333,800,000 in ex- 
cess of current loans, while demand 
deposits increased $7,188,000. Bank 
debits for September amounted to $2,- 
450,545,080, as compared with $2,967,- 
000,000 in September, 1930. 

In the foreign exchanges the suspen- 
sion of gold payments in Great Britain 
resulted in very unsettled markets. Ster- 
ling declined in Canada to 3.70 and 
recovered to 4.45. New York funds 


reached a high point of 16'/2 per cent. 
premium, reacting to 12 per cent. Vio 
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lent fluctuations have been a daily 
occurrence. In most of the European 
currencies advances have been made 
during the month, corresponding to the 
appreciation in the rate for New York 
funds, the exception being the Scandina- 
vian countries, which have depreciated 
on the abandonment of gold payments, 
Norway and Denmark have declined 
approximately 2 cents, while Sweden 
has shown little variation because the 
advance in the premium on New York 
funds has offset the decline in Swedish 
kroner in New York. The bond market 
has been only moderately active and 
prices for the most part have shown an 
easier tendency. 


International Banking Notes 


IN its semi-annual statement of June 30, 1931, 
the Mitsui Bank, Limited, Tokyo, reported 
net profit for the six months ended on that 
date of Yen 5,351,657. This sum has been 
allocated as follows: 


To reserve fund 
To pension fund 
NGG) cc ilasacaraneeuse ans. 
To dividend to shareholders ... 


To carry forward to next account 


Yen 500,000 
534,200 
250,000 

2,400,000 
1,667,457 


The bank reported total resources, in its 
balance sheet of June 30, 1931, of Yen 912,- 
111,644; deposits of Yen 710,013,308; capi- 
tal of Yen 100,000,000 and reserves of Yen 
65,200,000. 

In his address to the stockholders, Genye- 
mon Mitsui, president of the bank, stated 
that “the total amount of deposits stood at 
a record figure of Yen 710,000.000, an in- 
crease of Yen 43,840,000 over six months 
ago, mainly accountable for by gains in fixed 
line and in deposits at notice. Loans and 
discounts amounted to Yen 413,110,000, 
showing a decrease of Yen 23,490,000 com- 
pared with those of the preceding term, while 
foreign bills purchased standing at Yen 64,- 
400,000, marked an expansion of Yen 1,910,- 
000. The net profit, though not satisfactory 
enough, in the face of the increase of deposits 
and the easy monetary conditions throughout 
the period, may be considered as a fairly 
good result.” 


Half of the profits of the general banking 
department, £175,869, was transferred to the 
reserve fund, and half to the national debt 
sinking fund. Half of the profits of the 
rural credits department, £28,081, likewise 
went to the reserve fund, and half to the 


development fund. Of the profits of the 
note issue department, £219,664 went to the 
Commonwealth treasury and £73,221 to the 
rural credits department capital account. 

Capital account of the bank, as reported in 
its June 30 balance sheet, is £4,000,000, re- 
serve fund is £1,185,717, deposits are £57, 
679,083 and total resources £118,737,591. 

Balance sheet of the Commonwealth Sav- 
ings Bank of Australia of June 30 showed 
reserve fund of £1,528,672, depositors’ bal- 
ances of £49,817,730 and resources of £51, 
601,896. This institution made profits of 
£112,646 for the six months ended June 30. 
Half of this amount was transferred to the 
national debt sinking fund and half to the 
savings bank reserve fund. 


ProFiT and loss account of the Industrial 
Bank of Japan, Ltd., Tokyo, shows net profit 
for the six months’ period ended June 30, 
1931, of Yen 3,262,641. This sum has been 
allocated as follows: 

To reserve against loss ........ Yen 400,000 
To dividend equalization reserve 100,000 
To dividends (6 per cent. 

per annum) 
To officers’ bonus 
To carry forward 


1,500,000 
65,000 
1,197,641 
The bank has, according to its balance 
sheet of June 30, capital of Yen 40,000,000 
and total resources of Yen 593,192,592. 


A TOTAL net profit of £700,788 was reported 
by the Commonwealth Bank of Australia, 
Sydney, for the half-year ended June 30, 
1931. Profits from the banking business 
were £351,738; from the rural credits depart- 
ment, £56,163; from the note issue depart- 
ment, £292,886. 
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Coming Bankers’ Conventions 


AMERICAN BANKERS ASSOCIATION, Los 
Angeles, 1932. Executive manager, Fred N. 
Shepherd, 22 East 40th street, New York 
City. 


AMERICAN INSTITUTE OF BANKING, Los 
Angeles, week of June 6, 1932. Secretary, 
Richard W. Hill, 22 East 40th street, New 
York City. 


ARIZONA BANKERS ASSOCIATION, Nogales, 
November 6-7. Secretary, Morris Gold- 
water, Prescott. 


_Ituinois BANKERS ASSOCIATION, Spring: 
field, May 23-25, 1932. Executive vice- 
president, M. A. Graettinger, 33 North La 
Salle street, Chicago. : 


INDIANA BANKERS ASSOCIATION, Indian- 
apolis, May 19-20, 1932. Secretary, Forba 
McDaniel, 1308 Circle Tower, Indianapolis. 


INVESTMENT BANKERS ASSOCIATION, White 
Sulphur Springs, November 1-5. Secretary, 


Alden H. Little, 33 South Clark Street, Chi- 


cago. 


Mip-WINTER TRUST CONFERENCE, New 
York City, February 16-18, 1932. 


MissourRI BANKERS ASSOCIATION, May 17- 
18, 1932. Secretary, W. F. Keyser, Sedalia. 


RESERVE City BANKERS ASSOCIATION, 
Denver, 1932. Secretary, J. J. Schroeder, 
162 West Monroe Street, Chicago. 


SoutH DaxoTtTa BANKERS ASSOCIATION, 
Watertown, June 1-3, 1932. Secretary, 
George A. Starring, Huron. 


SOUTHERN BANK MANAGEMENT CONFER- 
ENCE, Nashville, Tenn., November 5-6. Un- 
der the auspices of the Nashville Clearing- 
house Association. 


BANKERS ASSOCIATION, Austin, 
Secretary, W. A. Philpott, 


TEXAS 
May 10-12, 1932. 
Jr., Dallas. 
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Problems in Bank Credit 


By M. E. RoBERTSON 
Assistant Vice-President and Credit Manager, National Shawmut Bank of Boston 


THE BANKERS MAGAZINE has secured the services of Mr. Robertson to answer 


the inquiries of readers on current problems of the credit manager. 


Questions of 


general interest to credit men and bankers will be answered and only the initials of 


the persons asking the questions will be used. 


In case the question is not one of 


particular interest to bank credit men as a whole or is one which has been answered 


before, a reply will be made by mail. 


In order that all questions may be answered intelligently, it is requested that they 
be direct and to the point, but that sufficient necessary detail be included to enable the 


editor to draw the proper conclusion. 


Inquiries should be addressed to the Editor, 


Bank Credit Problems, THE BANKERS MAGAZINE, 71-73 Murray Street, New York. 


UESTION: It is our understanding 

that many city banks require the 
customers to carry balances of 20 per 
cent. of the amount of credit extended 
and also that they must pay off their 
borrowings for a period of two or three 
months each year. Would this be a 
good practice for a country bank such 
as ours to follow? R.F. 3. 


ANSWER: It is our opinion that 
this is a good practice for every bank 
to follow. We appreciate, of course, 
that there are exceptions to every rule 
and that there must be some to this one. 
However, the rule itself is a sound one 
for any bank to follow. The 20 per 
cent. balances are important from sev- 
eral angles. The seasonal clean-up is 
of prime importance. The bank is ex- 
tending credit and is not desirous of 
being a stockholder or partner in the 
enterprise. If it carries a loan year in 
and year out, its position is not far 
different from that of a stockholder. 
The loan becomes frozen and a part of 
the capital of the business. There has 
been recently enough proof of the dis- 
advantage of carrying this type of assets 
which cannot be liquidated. Seasonal 
liquidation proves that the borrower 
got the money to finance a seasonal 
phase of his business, a justifiable basis 
for a bank loan, and did not take the 


bank in as partner expecting to repay 
it from earnings. 

In general bank credit should be ex- 
pected to be liquidated from the sale of 
merchandise and not by the necessary 
liquidation of the business or over a 
long period from expected profits. It 
is probably not possible to make every 
loan on that basis but by far the 
greater bulk of any bank loans should 
be of a self-liquidating type, represent- 
ing credit extended for the temporary 
handling of a seasonal phase of business. 
Clean-up of the loans for a period each 
year keeps the company and the bank 
more liquid and is conservative banking. 
Permanent capital should be provided 
by owners or mortgages, not by com- 
mercial banks. 


QUESTION: While this question is 
not strictly credit, involving a bond, any 
comment that you will make will be of 


considerable assistance to us. We hold 
the bond of a company which operated 
very profitably for several years, earn- 
ing its bond interest several times over 
until 1930 when a substantial loss was 
incurred. It has about $3,000,000 in 
current assets to pay a current debt of 
$600,000 and the amount of bonds 
totals $2,750,000. The bonds are sell- 
ing very low and we believe the com- 
pany is buying some of them in the 
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“Tl see it through 


if you 


ee 
Tas tell me there’s five or six million of us— 
out of jobs. 


“I know that’s not your fault, any more than it is 
mine. 


“But that doesn’t change the fact that some of us 
right now are in a pretty tough spot—with families 
to worry about—and a workless winter ahead. 
“Understand, we’re not begging. We'd rather have 
a job than anything else you can give us. 

“We're not scared, either. If you think the good 
old U. S. A. is in a bad way more than tempo- 
rarily, just try to figure out some other place you’d 
rather be. 


“But, until times do loosen up, we’ve got to have 


a little help. 


“So I’m asking you to give us a lift, just as I would 
give one to you if I stood in your shoes and you in 
mine. 


“Now don’t send me any money—that isn’t the 
idea. Don’t even send any to the Committee which 
signs this appeal. 


“The best way to help us is to give as generously 
as you can to your local welfare and charity organi- 
zations, your community chest or your emergency 
relief committee if you have one. 

“That’s my story, the rest is up to you. 


“Pll see it through—if you will!” 


—Unemployed, 1931 


THE PRESIDENT’S ORGANIZATION ON UNEMPLOYMENT. RELIEF 


Walter S. Gifford 


Director 


COMMITTEE ON MOBILIZATION OF RELIEF RESOURCES 


Owen D. Young 
Chairman 


The President’s Organization on Unemployment Relief is non-political and non-sectarian. Its purpose is to 
aid local welfare and relief agencies everywhere to provide for local needs. All facilities for the nation- 
wide program, including this advertisement, have been furnished to the Committee without cost. 
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open market. Would you feel that in 
view of loss but good current position 


that the bond should be held? H.C. F. 
ANSWER: We would first give 


consideration to the line of business and 
its prospects. Consider whether there 
are any circumstances that might cause 
the company not to come back quickly 
with any general bettering of business. 
Also consider the severity of the loss 
for 1930. Was it primarily due to 
inventory shrinkages, failure to get the 
knife into overhead and cut expenses, 
undue optimism over business revival 
and failure to put the house in order 
based on present business or just poor 
management? How big was the loss 
and how long could the company stand 
such losses? If due to failure to cut 
overhead, has that situation now been 
corrected? Are expenses down to the 
bone so that losses will be at a minimum 
and under these conditions how large 
are losses running? If the loss of 1930 
was largely due to inventory shrinkages 
consider whether inventory has been 


properly cut to present volume and 


whether management is inclined to 
speculate. If it was our feeling that 
the company had a reasonable place of 
importance in the business, that with 
any general revival it would enjoy some 
comeback, if its house was in order, if 
losses were reduced to a point where the 
company could afford to carry on_ for 
quite a period and they could be ab- 
sorbed without seriously impairing work- 
ing position, we would be inclined to 
carry along, watching the affairs and 
progress closely, of course. 

Also do not fail to take into con- 
sideration the amount of its own bonds 
which the company is purchasing, 
whether this is too much of a drain 
on working capital and whether or not 
working capital should be preserved to 
take care of losses from operation should 
the general depression prevail longer 
than anticipated. 


QUESTION: In reviewing the in- 
denture we find that the company 
agrees to maintain net current assets 
equivilent to three times the amount 


of bonds outstanding. The question 
arises in our minds as to whether this 
high requirement, as we believe one and 
one-half or two times more general, is 
an unfavorable feature from the un- 
secured creditors’ viewpoint. Your com- 
ments will be very much appreciated. 


V.N.J. 
ANSWER: While it is true that 


the requirement may be somewhat 
higher than normal and in view of 
this an unfavorable situation or period 
of earnings might reduce working capi- 
tal to a point where bondholders might 
exercise more quickly some actual con- 
trol, it nevertheless at the same time 
establishes a reasonably high point at 
which trouble begins. An indenture, in 
establishing requirements of this kind, 
does, in actuality, give to bondholders 
some present control and a voice in 
management. The high requirement 
may have been established for several 
reasons. Perhaps the management is 
inclined to speculate or spread out. 
This high requirement exercises a certain 
amount of control over these tendencies. 
Perhaps the business is of a speculative 
character or the type of merchandise 
handled is subject to considerable price 
fluctuation. This high requirement as 
to the amount of net current assets 
which must be maintained in proportion 
to outstanding bonds prevents the busi- 
ness from sinking too low before the 
bondholders can step in to protect their 
interest. It would impress us that this 
high requirement, which is intended to 
afford protection to bondholders, would 
also offer protection to other creditors 
for the same reason. Of course if there 
is any probability of the business sink- 
ing to that point where the bondholders 
would step in the credit becomes un- 
attractive to the extent that the bank 
would have to concern itself in a situa- 
tion which would require time and 
trouble to protect its interest. 


QUESTION: In your opinion what 
is the best use that can be made of a 
trial balance submitted to a credit man? 


L.M.R. 





N the reverse side, 

pictures and words 
explain the use and 
the value of each 
service rendered by 
the modern bank, to 
induce depositors to 
use more services, to 
carry larger balances. 


A NEW IDEA in bank 


Structure of 

Enduring Purpose 
eee chee Kmamlang of de fee 
rare he ont oe the Oma omy 


. . + a new advertising campaign 
with a 3-fold purpose ... to 


strengthen public 


confidence in 


banks, to get more business from 
present depositors, to win mew customers. 
Now, more than ever before, a bank needs 
to accomplish those purposes; this new, 
timely advertising will do it. 


8 mailing folders, each 
illustrated, printed in 2 
colors. The wording can 
be changed to include 
facts about your bank, 
your community. 


Adequate balances, the 
value of savings, trust 
services, safe deposit, 
travel funds, investment 


service—all the services 
the bank offers . . . these 
are interestingly ex- 
plained, made attractive 
to depositors. Through 
the campaign runs the 
theme that our modern 
banking system is strong 
and sound—that safety 
has grown with service. 


N one side, a large 
illustration sym- 
bolizing the strength, 
the usefulness, the 
personal side of bank- 
ing... and a message 
designed to strengthen 
public confidence in 


banks. 


tn wate and comivrmnens em. Let wt 


appl you wish teavcces chagune 
or a Nectat of credit fot your sat 


BANK OF MONTCLAIR 


advertising! 


Write for details 


Ideal for immediate use. 
Conditions demand this 
type of advertising. The 
bank in your city that 
issues it will rise in the 
public’s esteem. It prom- 
ises a welcome gain in 
desirable business for all 
departments . . . an all- 
purpose campaign, an 
economy for banks that 
usually buy separate ad- 
vertising for each de- 
partment. A mail-dem- 
onstration, complete in- 
formation, will be sent 
to you without obliga- 
tion. Write today. 


THE PURSE COMPANY - CHATTANOOGA -: TENNESSEE 


™. Financial Advertising Since 1912 ~ 


NEW YORK + CHICAGO 


* BOSTON 


* BUFFALO + LOS ANGELES - TORONTO 
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ANSWER: In considering the trial 
balance of a company one must take 
into consideration a number of factors. 
The very fact that the balance sheet of 
a company is usually prepared at the 
low point of the year is evidence that 
the trial balance is at a time other than 
the low point. If it is taken on the 
up side of the company’s season, receiv- 
ables will probably be low and the 
inventory accumulating. If it is after 
the peak has been reached and mer- 
chandise has been turned largely into 
accounts, the receivables will be up. 
If working capital has been maintained 
at the same figure as shown in the last 
full balance sheet (when a physical 
inventory was taken), it being assumed 
that the company has made no profit 
or suffered any loss for the period, then 
the difference between current debt, 
which figure is obtainable from the 
trial balance and cash, receivables and 
such other current assets as may be 
shown, must together with an amount 
of inventory (which is the negative 
quantity) equal the amount of work- 
ing capital. Therefore, by taking the 
amount of known current assets from 
the trial balance and the amount 
of current liabilities one can calculate 
the amount of merchandise which the 
company would have to have on hand 
in order to have broken even on opera- 
tions for the period. Of course if one 
wanted to figure the company had made 
money for the period it could increase 
the amount of former working capital 
by the amount of estimated profit, 
whereas if one wanted to calculate that 
the company had operated unprofitably 
for the period it could reduce working 
capital by the amount of anticipated 
losses. After arriving at the resultant 
figure of the amount of merchandise 
necessary to be on hand in order that 
the company would have made money, 
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broken even or lost money for the 
period, the credit man could proceed 
to justify its correctness by giving due 
consideration to all the various circum- 
stances. Allowing management to ex- 
plain and attempt to justify the amount 
is perhaps the usual procedure. 

If the credit man has a trial balance 
taken at the same time the previous year, 
that forms an excellent basis of com- 
parison provided that due consideration 
is given to the volume of the present 
year in contrast with the same period 
of the last as well as the likelihood that 
the volume for the balance of the present 
year will equal that of the last. It is 
our feeling that calculating the amount 
of inventory necessary to break even 
and justifying the amount of that in- 
ventory in connection with all circum- 
stances gives to the trial balance an 
important usage where actual balance 
sheet and inventory figures are not avail- 
able. Sales for the period are of course 
shown in the trial balance so that in- 
formation is available. If sales can be 
obtained for the same period of the 
previous year one can give due con- 
sideration to business conditions and 
attempt to estimate volume for the 
balance of the year, using past per- 
centages. Receivables in proportion to 
volume give some intimation of the 
manner in which collections are being 
maintained. Merchandise in proportion 
to same period of previous year, when 
contrasted with anticipated volume, in- 
dicates to some extent whether present 
figure of inventory necessary to break 
even is justified and any abnormal 
amount of inventory might cause one 
to question whether inventory was un- 
duly high or whether it was not more 
than likely that operations for the period 
had resulted in a loss. The trial balance 
can give much information if used 


properly. 
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This interior view of the new building of the Artisans’ Savings Bank, Wilmington, 

Del., shows a portion of the long skylight and the window at the rear of the building, 

Floors, wainscots and banking counter are of marble, and vestibule, check desks, bank- 

ing screen and gates of bronze. The vestibule offers practically no bar to a vision of 

the bank from the street, for the bronze members are so slender that the polished 

plate glass is the most evident feature. The Tilghman Moyer Company of Allen- 
town, Pa., designed, erected, decorated and furnished the structure. 





How Banks Are Advertising 


A Monthly Review of Current Financial Publicity 


NOVEMBER, 1931 


MAKING SALESMEN FOR YOUR BANK 
By R. A. ILc 


Vice-President National Shawmut Bank, Boston 


E bank’s organiza- 
Tien, from a sales view- 
point, naturally divides 
itself into several classifica- 
tions, stockholders, cus- 
tomers, directors, officers and 
clerks. 

To make any agencies of 
sales produce business, it is 
necessary to do two things. 
The first is to sell them on 
the worth of the product or 
service which you want them 
to distribute and the second 
is to show them that through 
so doing they will make a 
personal gain. This is true 
of practically every one of 
the sales units to be found 
in a bank. 

The first sales unit to be 
considered is the  stock- 
holders. The weakest link in 
the stockholders’ sales-resist- 
ing armor is the all-mighty 
dollar. It is along these 
lines that efforts must be 
made in order to get the 
stockholder to do a real sell- 
ing job. True enough, one 
can create and get interest 
by appealing to their pride 
of ownership. But if my life 
depended upon selling them 
an idea, I would try to sell 
them the idea which points 
out a way to put more money 
in their own pockets. It is 


From an address before the 


Financi:! Advertisers Association 
conven: yn, 


a selfish approach to create 
interest but it justifies itself 
through results. 

The time to hit  stock- 
holders is when they receive 
their dividend checks. At 
the Shawmut we feel that it 
has proved a good plan to in- 
clude an appeal for help 
along with the dividend 
check when it is mailed. 

We have also found that 
a letter to each new stock- 
holder from the president of 
our organization welcoming 
him to the stockholder mem- 
bership and explaining to 
him that all the profitable 
business of his friends and 
his family, to say nothing of 
his own, which he can send 
to the bank cannot help but 
reflect directly on the value 
of his shares. 

We also make it a point 
to write to everyone who 
ceases to be a stockholder of 
the Shawmut in order that 
they may know that we ap- 
preciated the fact that they 
were part owners in our in- 
stitution and we hope that 
the time will come again 
when we can have them on 
our books as shareholders. 
We feel that this is an op- 
portunity to inject a personal 
sales touch which is alto- 
gether too valuable to be 
ever overlooked. 

Next we must consider 


our customers. Here is the 
greatest field for new busi- 
ness and for growth. It is 
not hard to interest your cus- 
tomers in doing a real selling 
job for your institution be- 
cause they are already your 
friends. They take a pride 
in doing business with you 
and take a pride in telling 
their friends of the fine ser- 
vices which you are able to 
give them. It is a natural 
human trait that we are all 
anxious to tell everyone 


Many DOORS 
but only 
ONE Bank 


ONVENIENT to your home or 

your place of business is a door- 
way to this Bank. It may be called an 
“Office” or it may be called a “Branch,” 
burt it is a door to the Bank...an in- 
tegral part of the whole Bank, and 
shares equally with any and all other 
Branches or Offices the whole strength 
and protection of the institution. 


To say that the strength of the whole 
Bank stands behind each location where 
we offer to do a banking business is 
to state merely a legal minimum. Our 
policies of management and direction 
go still further. We endeavor to pro- 
vide for the patrons of even the smallest 
of our Branches the fullest measure 
possible of the many lines of service 
the Bank is able to render. 


Use the doorway nearest and most 
convenient to you Through it, wher- 
ever it may be, you enter 


Sifin or Los Ancrnes, 


SAVINGS COMMERCIAL TRUsT 


OVER 700 THOUSAND DEPOSITORS 


An interesting example of 

branch bank advertising pub- 

lished by a large California 

institution. Headline and copy 
are both excellent. 
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PULLION WOr'EN 


Gre creating their awn estates... 
The modern business and professional woman (there are 
9,000,000 of them in the United States) is particularly con- 
cerned that the estate she leaves is settled properly, distributed 
exactly the way she wishes, and administered with intelli- 
gerce 
She knows that the State laws which control, when no Will is 
left, are made to cover general cases and cannot carry out her 
own specific wishes. 
Today, women are being consulted more and more by hus- 
bands, fathers and other menfolk when the Will is made. 
And justly so. The woman knows far better than the man 
what it takes to keep the family in comfort. The mother 
knows more than the father about the special needs of chil- 
dren. And she has a right to help choose the executor who 
settles the estate, the trustee who administers the trusts un- 
der which she and her children must live 


quainted with the customers 
and talk about their business 
and show them that the bank 
is keenly interested in ways 
by which it can be of further 
service to them. It must be 
impressed upon your cus 
tomers that your bank goe 
out of its way to do “over 
and above” service—that its 
interest in its customers does 
not cease once the account is 
secured. Once you have con- 
vinced your customers that 
this is true they can't help 


We 
calls ir 
larger 
least 
next. ¢ 
and fi 
counts 
once i 
these 
to sell 


We at the Equitable Trust prize very highly the contributions 
that a woman may make to the Will that affects her or her 
family. We are proud of being of service in making Wills 
that create the greatest possible happiness for all concerned. 
We invite you to lay YOUR problem before us. 


but feel that they are doing J tank. 
a favor for any friends or (J exper 
business acquaintances whom § they 
they direct to your institu fj tullr 
tion to conduct banking busi- J tion. 
ness, knowing, of course, that [Jj depai 
their friends will secure the [J 12s 
same fine service and the § other 
same personal interest not # man 
only where the bank is con that 
cerned but also in their own 
business problems. 

To be effective, customer 
calls must be consistent and 
to be consistent they must be 
controlled. Our plan for 
controlling such calls is very 


“Fascinating facts are revealed in our booklet, “A Woman's 
Part in’ Making a Will.” Ask for it. 


EouitaBLE 


Trust CoMPANY 
Ninth and Market : Thad and Urson 


A welcome relief from the “clinging vine” school of trust 
advertising is this display advertisement of a Wilmington, 
Del., trust company. Instead of portraying women as 
ignorant of all financial matters, as is usual in trust ad- 
vertising, this bank put cn a special trust campaign 
addressed to women, a part of which was a lecture at- 
tended by more than two hundred representative women 
of Wilmington. 


about the good bargains that customers in their business. 
we make; or about the fine The best way that you can 
service that we get; or about show this interest is to keep simple and probably a great 
the worthwhile connections continually in contact with many banks use a similar one. 
which we have. If you can them; to keep active by We have divided the coun 
convince your customers that direct mail; by statement en- 
you appreciate any efforts closures; but best of all by 
which they make on your be- personal calls. 
half and that you realize We believe, at the Shaw- 
what valuable allies they can mut, that personal calls on 
prove to be if they so desire, customers will produce more 
you are sure of enlisting on profitable new business than responsiile for the ollie 
your side a most valuable any other plan which we ; 1 his 
group of salesmen. have as yet found. By call- _ of new business 3 f 
To create interest and the ing on customers I do not district and the retention 0 
desire to help among this simply mean to have your old business. The head of 
group it is necessary that officers call in and pass the the development department 
everyone in your organiza- time of day and thank them is held responsible for the 
tion first show a willingness for their business. I mean controlling of all calls in al 
to be of assistance to your that they should become ac- districts and he must pinch 


try in districts, placing each 
district under the general 
supervision of a senior of 
ficer, who has several other 
officers working with him. 
The head of each district is 
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\it here and there where his 
gvices are most needed. 


THREE ‘SIZE’ CLASSES 


We divide our customer 
alls into three classes. The 
ger customers receive at 
ast two calls a year and the 
next group receive one call, 
ad finally the smaller ac- 
sounts are called on at least 
once in two years. In making 
these calls our field men try 
sell all the services of the 
bank. They are by no means 
aperts in every service but 
they can at least start the 
tall rolling in the right direc- 
tion. If a customer of one 
department shows a willing- 
ness to do business with an- 
other department, the field 
man gets a specialist from 
that other department to as- 
ist him in closing the deal. 

I can safely say that we 
spend more time calling on 
customers than we do pros- 
pects. There are two reasons 
for this. One is that com- 
petition is continually call- 
ing on Our customers and in 
time a neglected customer is 
very apt to switch relations. 
This means a double loss, be- 
cause of the time and the 
efort that was spent to get 
the account into the bank 
and because, while, with a 
litle effort and small ex- 
penditure we could have con- 
tacted the customer enough 
% that he would have been 
satisfied with our institution, 
We must now spend a great 
deal of time and money to 
go out and contact new cus- 
tomers t» replace those lost. 


Any ban’ that can hold all 


its customers will show a fine 
growth simply through the 
new business which cus 
tomers send in and through 
the additional business which 
they give you because of the 
satisfactory treatment they 
have received, and the close 
friendship which they feel 
for your institution. 

We all know the slogan 
about “digging in your own 
back yard” and there is no 
other business to which it 
can be so effectively applied 
as our own business—bank- 


ing. 


LAYING THE 
FOUNDATION 
FOR BETTER 
CONDITIONS 


Most oF us have burdens snd dificuies heevier, 
more harassang, than usual And st would be mere opeimsen 
‘to say that good ames are just around the comer” 

‘Yew, seems 00 us, cheve iso brgheer mde to the present 
seruanon whech should be more clearty realaed 

We Cabfornans are living coday so «state blemed as 
fare few sences, just as the people of thes coundry are living. 
on a nation favored as are few nanvons 


‘This is, perhwps, che seifih. viewpoior. But, from »- 


bbrosder vison of the entire world, are chere not gra wich 
ae defeueety encouraging’ 

Theoughour the world, men and women — sageumen, 
educarory, buses leeders —are thinking w new terme, 
Adjumemens are beng made berween nanons, sod in che 
serucrure of busuness — all based upon sounder ideas of 
‘what really makes for happunen and worthetie progress, 

Ths the hasmory of every cris It isthe rewned whach 
mmenkind wins 10s seruggie wich difficult condsnoes 

Translace chat tae termi of your own butiness, your 
owe aan 

1s w mo crue thc the chunking you sre domg sow ss 
(peered more durecthy fo realsnes than your 
inking of chee, five, seven years ago? BEA 


During the first week in 


DIRECTORS 


The directors of a bank 
represent to me the most neg- 
lected sales unit of all. The 
bank director of today is 
seldom used to full advan- 
tage and yet the directors are 
fully as powerful and effec- 
tive a sales unit as any in a 
banking organization. They 
are selected for their posi- 
tion not only because their 
names inspire public confi- 
dence but because they are 
men of outstanding ability 
who have accomplished big 


Is i not crue thee thus chunking us, 1 many busunesees, 
showing the way out of some of today » dithculces 

Ate we no laving che toundanan tor more meutactory 
condinons, when the world has edjused sseif to che 
sheermach of those fevered years berween 1917 and 19297 

Ie out own trasnens, we have beneteed by the ern 
pecemses of 4 difbcuie period 

Our organizanion hes been srengthened We have 
earned —and are snl! learning —how wo be bemer bankers, 
more useful wo ows customer, and cw the communenes 
seoene 

‘When the record of Calstorne busness and banking. 
during the past wo years  duspesmonacely reviewed, the 
seabuinog influence of tha Bank 5 saxeewide organumecn 
becomes sgmubcant. 

Ine rime of worldwide srain, che value of semee- 
‘wide ranch banking has been cemed ant proved- 
woccenatal 

tk is crue, of course, that no bank could be so well 
equipped, in resources and otganusnen, unies « drew 
mach of 1 serength from the communcnes « serves The 
soundness of Califorma u reflected 10 the soundness of 
Calttorna's masrwide bank. 

“The fact chet this Bank u voday 10 smng in resources 
and capecty 0 serve should be s resi emcouragemem 1 


NK OF AMERICA 


November this advertisement 


(size six columns by sixteen inches) is appearing in the 
125 newspapers which regularly carry the advertising of 


Bank of America N. T. & S. A., California. 


proofs of the advertisemen 
were sent out by the various 


Advance 
t, with accompanying letters, 
offices of the bank to business 


men in their respective communities. 
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things in their own fields. 
You will find that most of 
them are, or have been, 
super-salesmen in their im- 
mediate fields and it should 
be their duty as well as their 
responsibility to apply this 
business-building power to- 
ward helping to build the 
institution on whose board 
they sit. In addition to 
their duty and responsibility 
I am sure that you will find 
they will have a real pride 
and.a real interest in being a 


Any Business Man 
Can Get Along 
Without This Booklet 


-- BUT not without the 
knowledge it contains 


‘ODERN business and modern banking 

are so inseparably linked together that 
today a knowledge ot banks and how to use 
them is an essential part of every business man’s 
equipment For without such knowledge the 
successful management of business finances is 
difficult indeed. 

Our little booklet, “Banking Made Plain,” 
sums up into a few minutes reading the funda- 
mental facts about banks and banking methods, 
about the various forms of commercial paper 
and their uses, which every business man should 


know 


You yourself may find in this booklet many 
ways in which you can make your dealings with 
your bank more profitable and more useful to 
you. Or there may be a man “on the way up” 
in your organization for whom you would like 
to have a copy. Simply stop in or write. It is 
yours for the asking 
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tangible part of the sales 
force which makes their in- 
stitution grow. 

In order to secure maxi- 
mum help from the directors 
it is necessary that they be- 
come intimately acquainted 
with your new business prob- 
lems. It is the duty of the 


oficer in charge of develop- 
ment to see that these prob- 
lems are brought to their at- 
tention. We have found that 
one very effective way of do- 
ing this is to submit to each 


EQUITABLE TRUST 


"The Bank of 20,000 People” 
CENTRAL OFFICE, CALVERT & FAYETTE STS. 


Mewerd Stream. Mew erd & Fayette See 
Mightondtews OWMee, M19 Lantern Avenue 


Saunine 8 § savines inves ment 


Look this advertisement over. 


vaust 


American Banh Mer Bresewey ot Fiest St 
2th Sereet OMee Keint Pawt & ISH Streets 


Save CarositT Femcien acan estate 


It pulled four hundred re- 


quests from a single insertion in a Baltimore newspaper. 


Illustration, copy and laywut are essentially simple. 


This 


advertisement is part of a campaign otf the Equitable Trust 

Company which is refuting the idea that bank advertising, 

to be effective, must be sufficiently stilted and stiff to 

impress the public with the bank's solidity and dignified 
standing. 


directors’ meeting a list giv. 
ing the important prospects 
on which the various officers 
of the bank are working, 
Any director having a direct 
contact with any company 
listed can signify by check 
ing and the officer in charge 
of development can get in 
touch with the director and 
find out in what way he can 
best help the officers to se 
cure the account. Often a 
word from a director will 
save many cultivation calls 
and secure an_ otherwise 
“difficult” account. 

We find that directors are 
always willing to help pro 
vided we offer them a def 
nite plan of procedure and 
make their work as simple 
and as effective as possible. 

It is very important that 
the officers of the bank be 
come acquainted with their 
directors so that they may 
feel free to call upon them 
whenever they need their 
services. 


OFFICERS 


The officers of the bank 
form the key selling unit. 
But if the officers are only 
credit-minded and not saley 
minded it is hard to inject 
into an institution the spirit 
of “welcome, _ stranger,” 
which is so necessary if you 
are to continue making new 
friends. All must work to 
ward a happy medium. Prac’ 
tically every officer in the 
bank is a specialist in some 
line or other. The biggest 
task is not to get the officer 
to solicit business nor is t 
to get them to stress the pois! 
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that the bank of today is a 
friendly institution, eager 
and ready to help them in 
their own business. It is to 
get their interest concen- 
trated on the new business 
and customer problems of 
the bank as a whole. They 
must be convinced that 
through this co-operation and 
reciprocal solution of de- 
velopment problems the re- 
sults not only to the bank as 
awhole but also to their own 
particular departments will 
be greater profits. 

It is the job of the develop- 
ment head to sell the officers 
on this idea. It is his job to 
ze that the officers have the 
opportunity to talk over their 
problems with each other and 
to compare notes and to see 
how one can help the other. 
In other words, one of the 
most important jobs of a de- 
velopment department is the 
building of a team spirit. 

We issue a sales bulletin 
called the Business Builder 
each month which sets forth 
any new ideas that the offi- 
cers have on selling services 
and gives each officer an op- 
portunity to submit articles 
through which he can sell to 
his fellow-workers the points 
which he wishes them to 
stress about his own depart- 
ment. It is important that 
oficers’ meetings be held par- 
ticularly in order to discuss 
inter-department promotional 
ideas. And it will always be 
found that if the officers of 
the bank can enter into the 
spirit of mutual co-operation 
a great many more sales can 
be made with less effort. 


PARTNERS 


IN 


On street cars, on subways, on suburban trains —wher- 
ever people are going to and from their work — you see 
men and women of all walks and stations of life reading 
the financial pages. 

They are partners in American business—partners with 
millions of other shareholders—partners with the exec- 
utive management of American industry. And their 
number is steadily growing. 


Business management, under this far flung partnership, 
becomes tremendously important to a large number of 
people. Upon that management depends very largely 
the value of the billions of securities which they own. 
Small wonder then that they seck facts by which to 
appraise the management of concerns with which their 
fortunes are linked. 

Bat effective appraisal of management rests on much 
more than the news of the day. Diversified experience 


AMERICAN BUSINESS e 


over a long period of time are necessary for sound 
conclusions. 

For 37 years, A. G. Becker & Co. has made the appraisal 
of management its chief concern. Long before the de- 
tailed reports of today were available, we were buy- 
ing and distributing millions of corporate obligations 
each month, basing our judgment of those obligations 
primarily upon the character of the management iden- 
tified with their issue. Now, as then, our recommenda 
tion of securities rests upon this basic factor in every 
business situation. 

An unusually comprehensive investment service has 
developed out of our long association with American 
Industry. An interesting booklet, “Sound Corporate 
Financing,” describes this service. We will gladly send 
you a copy without obligation. Ask for T105. 


A. G. Becker & Co. 


BONDS, STOCKS, COMMERCIAL PAPER 


$4 PINE STREET, NEW YORK 
Jee SOUTH LA SALLE STREET, CHICAGO 


No one who had ridden in subway, elevated or trolley 
car would fail to note this illustration, and the attention, 
once attracted, is held by the copy. 


CLERKS 


We place a great deal of 
importance on the proper 
education of clerks as a sales 
unit. We have made a de- 
termined effort to instill in 
all our employes the spirit 
that it is their duty to pro- 
duce business for the bank 
just as much as it is their 
duty to do routine work. 

Our most direct line of 
appeal is through our inter- 
nal house organ. This is de- 
voted almost exclusively to 
the activities of the clerks. 


Here we have an opportunity 
to give publicity to the man 
or woman doing a good job. 
Here we have an opportunity 
to congratulate those who 
produce new business. It 
also serves to acquaint our 
employes with one another 
30 that they will understand 
the problems which confront 
those people with whom they 
have daily contact. It is 
necessary that the clerks be 
given every opportunity to 
understand their neighbors’ 
work and how that work and 
their own is co-ordinated. 
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Head Office: 
NINTH AND MAIN STREETS 


MEMBER FEDERAL RESERVE SYSTEM 


STATE~PLANTERS 


Are you considering the problem | 
of how best to protect the interests | 
of your children? 


Talk it over with our Trust Officer. | 


Bumctuer © 


ESTABLISHED 1865 





Timely and almost universal in appeal is the illustration 
in this unusual advertisement of a Richmond, Va., trust 


company. 


We run a GoGetters 
Club which is in reality a 
continual sales contest for 
the clerks, giving credit for 
new business brought into 
the bank. Prizes are given 
each month to those who are 
leading. 

We have an annual out- 
ing and we have Shawmut 
parties. The functioning of 
these activities is to produce 


Copy is brief and to the point. 


a feeling of loyalty and of 
enthusiasm for the work 
which our employes perform. 

We believe that it is worth 
money and effort to enlist all 
our employes as salesmen for 
the bank. This cannot be 
done simply by paying com- 
missions or by offering prizes, 
but the fundamental basis 
must be a loyalty to their in- 
stitution. 


HOW BANKS ARE ADVERTISING 


Prior to the opening of its 
new building on October 31, 
the Mechanics Savings Bank 
of Cohoes, N. Y., published 
a twelve-page booklet tell- 
ing “The Story” of the in- 


stitution. It opens with a 
message from the president 
of the bank. The history 
of the bank is given briefly, 
but the booklet is chiefly 


concerned with explaining 


—$$——. 


the services of the bank and 
telling how it may be used 
by its depositors. The text 
is simple, as the book has 
been written for savings bank 
prospects. 

The booklet is 7.x 5Y, 
inches and the cover is of 
rough paper in a dull orange, 
on which the title of the 
booklet and a line drawing 
of the new bank building are 
printed in black. A note of 
contrast is obtained by three 
bright blue lines which mark 
off the left margin. The in- 
side pages, printed in black 
on white, coated stock, are 
also ruled in blue. The type 
used in the text is particu- 
larly attractive and readable. 


THE Granite Trust Com- 
pany of Quincy, Mass., capi- 
talized on the interest in the 
launching of the new navy 
dirigible Akron by a window 
display which consisted of 
nine pictures showing the 
construction of the air liner, 
together with models of 
lighter-than-air craft. In the 
background was a large-sized 
model of the Akron. 


THE First National Bank, 
the Kentucky Title Trust 
Company, and their affiliated 
institutions in Louisville be- 
gan publication last month of 
“The Achievement Club Re- 
porter,” a house organ. The 
first issue was a four-page 
folder, page size 9x12 
inches, and contained several 
short feature articles, news 
about bank activities, and 
personal items. Edited by 
Walter Distelhorst, advertis: 
ing manager, the first issue 
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contained an editorial ex- 
plaining the purpose of the 
publication and asking the 
cooperation of the employes. 
“Read it over carefully,” said 
the editorial. ‘After that, 
let's talk it over. You will 
doubtless have some sugges- 
tions which will help us to 
make it better next time.” 


A PRACTICAL vacation guide, 
giving twenty suggested va- 
cation tours in the United 
States and a number of 
Canadian, European and 
world cruises, was published 
last spring by the travel de- 
partment of the Baltimore 
Trust Company. It furnishes 
several valuable suggestions 
to banks in preparing their 
travel department literature 
for the coming year. 

First of all, the Baltimore 
Trust’s booklet outlined the 
events scheduled for each of 
the various European coun- 
tries during June, July and 
August, giving exact dates of 
each, so that persons plan- 
ning a European vacation 
might include such of them 
as they wished without the 
effort of trying to find out 
the dates elsewhere. In many 
cases, of course, the vaca- 
tionists might in this way be 
present at events which 
otherwise they would not 
have known were taking 
place. 

In the second place, the 
Baltimore Trust’s booklet 
outlined twenty . different 
trips in the United States, 
giving places visited, mode 
of transportation, services in- 
cluded in the cost, and the 
price of each trip for one 


and two persons. These trips 
varied from eight-day tours 
to Boston and Norfolk, all 
the way to twenty-seven-day 
trips through Yellowstone 
Park and California, and 
thirty-five-day trips to Cali- 
fornia and the Canadian 
Rockies. 

Foreign vacation trips out- 
lined included the week-end 
cruises which became so pop- 
ular last summer, trips to 
Canada, the West Indies, 
Europe, around the Pacific, 
and around the world. In 
these, as in the United States 
trips, dates of sailing, ports 
of call, rates and length of 
trip were given. 

In a short introduction the 
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company outlined its services 
to travelers as follows: 


In the following pages are 
many pleasing trips that have 
delighted thousands. Should 
one of them pique your fancy 
we will gladly arrange all your 
plans. Transportation by steamer, 
rail, motor or by air. Hotel 
reservations. Side trips. Spe- 
cial sight-seeing tours. These, 
with your itinerary, will be 
placed in proper order under one 
cover . . . convenient and com- 
pact. Any trip listed can be 
lengthened or shortened to meet 
individual taste. Should you 
not find in this booklet a trip 
that appeals, give us an idea 
where you would like to go and 
we will be glad to prepare an 
itinerary, accompanied by figures 
showing the cost. 


“Wuart Is Your Idea of Real 


Living?” —a question that 


Where Bankers Bank 


in Indiana 


Fletcher American's 
sphere of influence extends to every 
city and town and to almost every 
remote village in Indiana. The bank's 
service blankets the entire state. 

Fifty percent of Indiana's banking 
points maintain accounts with Fletch- 
er American and ninety percent of 
the volume of checks on Indiana 
bonks are collected direct. 

Wherever the Indiana banking 
situation is known, Fletcher American 
is recognized as a strong bank with 
strong connections. 

Ninety Percent of 

Indiana Checks 

Collected Direct 


The 


map represents 
@ point where 
Fletcher i 


con mainiains 
direct 
connections 


Fletcher American National Bank 
Since 1839 
INDIANAPOLIS 


* LARGEST BANK IN INDIANA® 


The advertisement reproduced above is a splendid example 


of suiting the copy to the medium. 


It was run in The 


Hoosier Banker and appropriately appeals to Indiana 
nk 


ba 


ers. 
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will attract the attention of 
practically every reader—is 
the display line of an adver- 
tisement of Halsey, Stuart & 
Co., Inc. The copy reads: 


Leisure and means . .. to 
cruise the lazy Caribbean in 
winter months . . . to play the 
famed golf courses of the world 

to lure the crafty musky in 
northern waters . . . to spend a 
month or a season on the coast 
of the azure Mediterranean .. . 
to visit the venerable ruins of 
Ancient Rome or the crumbling 
temples of the Orient . . . to 
collect books or prints perhaps 
. to do as you please and to 
go where you like? You may 
have other, and better, ideas of 
real living. 

Right now you are probably 
30 busy earning money that you 
haven't time to spend it the way 
you would really like. But dur- 
ing the years of highest earnings, 
between 35 and 50 for most 
men, you can build for yourself 
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an independent income that will 
later stand-by and give you the 
means and leisure to realize your 
ideas of real living. One de- 
pendable way to achieve the goal 
to financial independence is 
through regular investment in 
sound bonds. 

Since its inception Halsey, 
Stuart & Co. has confined its 
offerings strictly to conservative 
bonds, notes and _ debentures. 
This long-established investment 
house aims to serve those who 
recognize that well-secured in- 
come is the basic aim of sound 
investment. 

Our booklet, Looking Ahead 
Financially, has already helped 
thousands achieve financial in- 
dependence and with it the real 
joy of living that comes from 
well-earned leisure and freedom 
from money worries. This book- 
let contains a proved and work- 
able plan, practical suggestions, 
and understandable charts to 
show you what progress you 
should make to attain your ob- 
jective. A copy will gladly be 
sent without obligation. 


== in 
constant flux... 


will the changes Kill or Cure? 


Tisaicinnti tscsss cst senge sebtisdinb ts ivanse 


$1,000 Ginger ole will soon be avoiloble in cubes —just drop one nc gloss 


of water. Dolly television broadcasts heve ectvolly begun. A moons of 


meting morgorne from whole os! hos been pertected ond 4 olvwody cvenng 


into lord soles in this country. Englond hes found o new sihca product which 


restores the stone of ancient buildings and tops detenoranon A screnthe 
drimng ‘od 4 onnounced, to locote accurately mnera! depy sts never betore 


gvemed ot The Onent sends 0 powder product of Rew which gives c meat 


favor to vregetonon dishes A match which con by lighted and rebghted 600 


mes invented in Ausina New opportunihes to those who ore clet, now 


danger to those who ore not The Gurrdian, olert commercial bonk, makes 


0 busmess to observe just tuch de: slopment. This knowledge frequent en. 


bles us to make definwte suggestions to ow indvetrial ond merconnie customers 
—wgpernons which may forestall possible losses ond lead to increased profty 


GUARDIAN 
TRUST COMPANY 


This Cleveland bank has been doing some convincing 
commercial advertising, of which this advertisement is an 


example. 


Art work and layout are excellent and the 
copy is “good to the last drop.” 


All of the advertise- 


ments of the group contain the last two sentences, “The 
Guardian, alert commercial bank, etc.” 


Just before the close of 
school last spring, the United 
States National Bank of Den- 
ver mailed to the home ad 
dresses of the school teachers 
of that city an unusual piece 
of direct-mail matter. 

In a square white envelope 
such as is used for invita 
tions, etc., was enclosed a 
double, engraved card. On 
the outside, which had a 
beveled edge, was engraved 
in script, “United States Na- 
tional Bank, Denver.” In- 
side, also engraved in script, 
but of a smaller size, was the 
following message: 

May I offer a suggestion that 
will make your vacation more 
carefree and enjoyable? 

Carrying your funds in 
American Express Travelers 
Checks eliminates all worry as 
to the safety of your money. 
Furthermore, Travelers Checks 
are self-identifying and may be 
cashed anywhere. 

Before you leave on your va’ 
cation, won't you let me supply 
you with these convenient 
Checks? You will find me at 


Window No. 6, ready to serve 
you. 


The message was signed 
“A. C. Melander, Exchange 
Teller,” the name being a 
facsimile of Mr. Melander’s 
signature. 


AN unusual venture in pub 
licity was sponsored this 
summer by Charles A. Col: 
lins, president of the Lynn 
Institution for Savings, 
Lynn, Mass. The _ bank 
bought a large number of 
golf balls of a well known 
make, had imprinted on each 
the name of the bank and 
the rate of interest paid by it 
on deposits, and then sold 
them by the dozen at an at’ 
tractive price. 
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NE of the many interesting 
vistas in the largest single 


banking room in the world— 


© 





EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 


McARDLE & McARDLE 


ACCOUNTANTS AND AUDITORS 


Forty-Two Broadway, 


New York City 


Depository Bond Rate Increased for 
Smaller Banks 


among small banks throughout the 

United States in the last ten years, 
the rates for depository bonds covering 
public funds in these banks have been 
increased from 15 to 75 per cent. for 
the principal surety companies by the 
Towner Rating Bureau. 

The increase will apply only to small 
banks, in which the increase in risks has 
produced unsatisfactory results from the 
standpoint of the surety companies, ac- 
cording to the bureau. Large banks will 
not be affected. 

Banks had been charged rates in pro- 
portion to their capital, a bank of 
$50,000 capital, for example, having to 
pay $10 for each $1000 bond. Under 
the new plan, capital and surplus form 
the basis for rating, and now a bank 
having capital and surplus of $50,000 
will have to pay $20 for a $1000 bond 
covering public funds on deposit. The 


Bamre of the numerous failures 


rates covering private funds, issued on 
such depositors as fraternal organiza- 
tions, are about twice those on public 
funds. 

The statement sent to its subscribers 
by the bureau in connection with the in- 
crease in rate follows in part: 

“In the ten years from 1921 to 1930, 
inclusive, 6987 banks, or more than one- 
fifth of the whole number of banks in 
existence at the beginning of 1921, have 
closed their doors. The cost to surety 
companies has risen to such figures as to 
make it necessary to readjust completely 
the scale of premium charges both for 
depository bonds and fidelity bonds. 

“The closing of a bank usually entails 
a loss on both classes; its depository bond 
must be paid at once, and this loss is 
usually followed by a claim, on one or 
more of its fidelity bonds. These fidelity 
claims, moreover, are concentrating on 
a constantly diminishing number of 


banks.” 


BOOKS FOR BANKERS 


Our complete new Fall catalogue of 
Books for Bankers is now ready. 


BANKERS PUBLISHING COMPANY 
71 Murray Street, New York 





Established 1837 


ADRIAN H. MULLER & SON 


19 LIBERTY STREET, NEW YORK 


(Adjoining Federal Reserve Bank) 


STOCKS AND BONDS AT AUCTION 


Regular Auction Sales of all Classes of Securities Every Wednesday 


The Business of Banks, Bankers, Investors and Dealers in Securities Receives 
Prompt and Careful Attention 


What They Say 


DEPRESSION DEFINED 


“A depression is an accumulation of 
postponements. It is the evil day that 
has been put off from month to month 
and year to year. By not settling our 
economic accounts systematically, quies- 
cently, and regionally, we are forced to 
do it convulsively, violently, and na- 
tionally."—Tampton Aubuchon, man- 
ager industrial development, Cities Ser- 
vice Company, New York. 


MEETS THE TEST 


“School savings during the year closed 
June 30, 1931, had its greatest test and 
demonstrated its possible service. In 
14,628 schools throughout the country 
4,482,634 children deposited $26,783,- 
610. Eighteen more schools have school 
savings than last year, the number of 
children utilizing school savings is 115,- 
097 smaller and money deposited less by 
$2,329,453."—W. Espey Albig, deputy 
manager American Bankers Association 
in charge of Savings Division. 


MODERN INDUSTRY CAUSE OF 
UNEMPLOYMENT 


“History has shown a steady growth 
in real wages and the standard of living 
since the industrial revolution. There 
are no reasons to lead to the assumption 
that efficient and large-scale production 
in industry will not continue to bring to 
the worker a higher standard of living 


and shorter working hours in the future. 
However, a statement of the long-term 
progress in the past and the assurance of 
further development along this line in 
the future cannot be used to brush aside 
the fact that the high level of unem- 
ployment at present has imposed hard- 
ship on many. Modern industry, which 
has brought to the workers a higher 
standard of living, more congenial work- 
ing conditions, and shorter hours, has 
also brought with it a system of produc- 
tion that lends itself to periodic depres- 
sions, during some of which unemploy- 
ment is excessively high..—The Guar- 
anty Survey, of the Guaranty Trust 
Company of New York. 


SENTIMENT IMPROVED 


“Business sentiment, an intangible but, 
nevertheless, an important factor in the 
situation, was conceded to be much im- 
proved at the beginning of November.” 
—Outline of Business, Chatham Phenix 
National Bank and Trust Company, 
New York. 


ANALYSIS MADE OF BANKERS 
TRUST COMPANY 


MonaHaNn, SCHAPIRO & Co., dealers in bank 
and insurance stocks, New York, have pub- 
lished recently an analysis of the Bankers - 
Trust Company of New York. A chart 
showing a study of the market action of this 
stock in relation to earnings, dividends and 
book value, is an interesting feature of the 
analysis. 
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CHRISTMAS 
GREETINGS & 


25""ANNUAL SEAL 


Twenty-five Years 


—the money from the sale of Christ- 


mas Seals has promoted: 


—the establishment of sanatoriums for 
treating tuberculosis 


—the finding of tuberculosis in time to 
effect a cure 

—health inspection of school children 

—the teaching of habits that help to insure 
good health 

—the bringing of rest, good food, sun- 
shine, fresh air, medical attention to 
sick children 


Sls Fight Of alam 
BUY CHRISTMAS SEALS 


THE NATIONAL, STATE AND LOCAL TUBERCULOSIS ASSOCIATIONS OF THE UNITED STATES 
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HEADS BROOKLYN BANK 


LauRENCE H. HeEnpricxks has been elected 
president of the Lafayette National Bank of 
Brooklyn, N. Y., to succeed George S. Hor- 
ton, who has become chairman of the execu- 
tive committee, a new office. According to 
a statement issued in behalf of the board of 
directors, the growth of the bank made 
necessary another executive. Mr. Hendricks 
resigned as vice-chairman of the Citizens 
Trust Company of Utica, N. Y., to join the 
Lafayette National. He received his train- 
ing in the banks of Albany and as vice- 
president of a bank in New York City, and 
for some twelve years was associated with 
the Federal Reserve Bank of New York. 


BECOMES VICE-PRESIDENT OF 
LOS ANGELES BANK 


R. Foster LAMM has been elected vice’ 
president of the Citizens National Trust & 
Savings Bank of Los Angeles to succeed John 
M. Rugg, who died recently. Mr. Lamm 
began his banking career in Idaho and was 
vice-president of a Boise bank before be- 
coming a national bank examiner in 1921. 
For the last four years his activities have 
centered in Southern California and for a 
year he has been in charge of the Los 
Angeles district. 


NATIONAL CITY OPENS NEW 
OFFICE 


THE National City Bank of New York has 
opened a new office, known as the William 
Street Branch, at 130 William street. This 
gives the bank fifty-four branches in Greater 
New York. 


HEADS A. B. A. COMMITTEE 


Lestie G. McDOouaLt, associate trust officer 
of the Fidelity Union Trust Company of 
Newark, N. J., has been appointed chairman 
of the committee on life insurance trusts of 
the American Bankers Association. The ap- 
pointment was made by H. L. Standeven, 
chairman of the executive committee of the 
Trust Division of the A. B. A. 

Mr. McDouall has been a member of the 
committee on life insurance trusts since its 
formation. 


BANKERS TRUST TAKES OVER 
AFFILIATE 


Tue Bankers Trust Company of New York 
has taken over the securities business formerly 
conducted by its subsidiary, the Bankers 
Company of New York, and the business is 
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being carried on by the trust company’s bond 
department. The change was made, it was 
announced, in the interest of efficiency and 
economy. 

The original capital and surplus of the 
subsidiary, together with its accumulated 
profits, have been transferred to the trust 
company. Officers and employes of the 
Bankers Company continue to conduct the 
securities operations of the bank. 


W. L. Hemincway 


Executive vice-president of the Mer- 
cantileCommerce Bank and _ Trust 
Company, St. Louis, who has been 
elected chairman of the St. Louis 
division of the National Credit Cor- 
poration, the $500,000,000 organiza- 
tion proposed recently by President 
Hoover. 


CHASE BANK PROFITS 


INDICATED profits of the Chase National 
Bank of New York for the last three months 
were well in excess of dividend requirements, 
according to the statement of condition as of 
September 29. After provision for the 
quarter's dividend requirements of $'7,400,000 
and an increase in reserves of $1,821,000 dur- 
ing the period, the statement showed a gain 
in undivided profits of $1,569,000 over the 
June 30 figures. Total undivided profits as 
of September 29 amounted to $30,150,000 
and total reserves to $16,540,000. Total 
capital funds on that date were $326,000,000. 

Total reserves of the bank, as shown in its 
latest statement, are approximately $2,215,- 
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Foreign Languages 
Easily Learned 
The Berlitz Conversational Method 


makes the study of any foreign lan- 
guage a surprisingly simple, easy and 
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teachers. Day and Evening Classes 
and Individual Instruction. Reason- 
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LANGUAGES 
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Branches throughout the World 
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Brooklyn — 434 Albee Square (Gold St.) 
Tel. Triangle 1946 


000,000, while deposits stand at $1,670,- 
000,000. Among its resources, the bank 
lists cash and due from banks of $391,336,- 
000; U. S. Government securities of $234,- 
846,000; and loans and discounts of $1,- 
203,000,000. 


HIBERNIA BANK CLUB ELECTS 
OFFICERS 


WituiaM H. Keck of the credit department 
of the Hibernia Bank & Trust Company, 
New Orleans, was elected president of the 
Hibernia Bank Club, an organization com- 
posed of the staff of the bank, at a recent 
meeting. L. O. Lusch was named vice- 
president; Miss Beulah Colomb, secretary, 
and F. Ruis, treasurer. New members elected 
to fill vacancies on the board of ‘governors 
of the club were: William Bancroft, John 
Morgan and T. J. Wallbillich. 

The outgoing officials are: president, M. 
Maspero; vice-president, E. P. Schekeler; 
secretary, Miss Mae Lecler. The treasurer 
succeeded himself. 

The Hibernia Bank Club includes in its 
membership all of the directors, officers and 
employes of the bank and the affiliated 
Hibernia Securities Company. 


ELECTED VICE-PRESIDENT 0} 
CLEARING HOUSE 


HERBERT D. Ivey, president of the Citizens 
National Trust & Savings Bank of Los 
Angeles, has been elected vice-president of the 
Los Angeles Clearing House Association, to 
succeed E. J. Nolan, who retired following 
his resignation as chairman of the board of 
the Bank of America. Mr. Ivey has been a 
member of the executive committee of the 
Clearing House since July, 1929, and prior 
to that time he had been secretary. He has 
also served as chairman of the advisory com: 
mittee. Herman R. Erkes, executive vice: 
president of the Bank of America, has been 
elected to the executive committee in Mr. 
Nolan's place. 


CHEMICAL BANK OFFICE IN 
WALDORF 


THE Chemical Bank & Trust Company, New 
York, has opened a new office in the 
Waldorf-Astoria Hotel, bringing together two 
old institutions with backgrounds of tradi- 
tion and records of consistent progress. 

The new office, which offers a complete 
banking service, is directly accessible from the 
lobby of the hotel. It includes safe deposit 
vaults on the street level, a women’s depart- 
ment and night depository service. 

In addition to this new office the Chemical 
has eleven branches in Manhattan and one 
in Brooklyn. The office previously located 
at Lexington avenue and 47th street has been 
discontinued and its activities transferred to 
the new Waldorf office. 


GUARDIAN DETROIT UNION 
GROUP PROFITS 


“THE combined operating profits for the first 
nine months of this year of the units of the 
Guardian Detroit Union Group, Inc., after 
interest, taxes and depreciation reserves for 
buildings and banking quarters, were more 
than sufficient to cover the dividend require- 
ments and to set aside a substantial amount 
for reserve for contingencies,” Robert O. 
Lord, president of the Group, reported in a 
recent letter to stockholders which accom- 
panied the regular quarterly dividend of 
fifty cents a share. 

“This,” wrote Mr. Lord, “is very satisfac- 
tory under present conditions, because these 
earnings were accomplished in ‘the face of 
having maintained at all times a high degree 
of liquidity by carrying abnormally large 
amounts of cash and United States Govern- 
ment securities. Under present conditions, 
we feel it wise to continue this conservative 
policy of liquidity, even at a sacrifice of earn- 
ings. 
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The letter also told of the opening of the 
Guardian Bank of Royal Oak, Mich., and 
the consolidation of the Bank of Dearborn, 
Union State Bank of Dearborn and the Bank 
of Commerce of Dearborn into one bank, the 
Guardian Bank of Dearborn. 

The Group is now made up of twenty-two 
banks and trust companies. 


CLEVELAND TRUST ADDITION 


Tue Cleveland Trust Company has taken 
over the First National Bank of Willoughby, 
Ohio, an institution with capital of $100,000 
and deposits of $1,300,000. The offices of 
the First National are being kept open tem- 
porarily so that depositors may make ar- 
rangements for the transfers of their deposits 
to the larger institution. 


J. SHEPPARD SMITH DIES 


J. SHEPPARD SMITH, president of the Mis- 
sissippi Valley Trust Company of St. Louis, 
died October 9 at La Jolla, Calif., where he 
had gone several months ago for his health. 

Mr. Smith first entered the banking field 
as a clerk in the Laclede Bank in St. Louis 
but in 1889 became associated with the 
Greeley Burnham Grocer Company as as- 
sistant credit manager. He was made credit 
manager two years later and remained with 
that firm until 1902, when he became as- 
sociated with Francis, Bro. & Co. In 1915 
he was elected a vice-president of the Mis- 
sissippi Walley Trust Company; six years 
later he was advanced to the first vice- 
presidency; and in January, 1925, was elected 
president, a position which he retained 
through several mergers. He was also active 
in bank associations, both locally and in the 
American Bankers Association. 


THREE UTICA, N. Y., BANKS 
MERGE 


Utica, N. Y., has a $70,000,000 bank as a 
result of the merger of the First Bank and 
Trust Company, the Citizens Trust Company 
and the Utica Trust and Deposit Company. 
The merged bank is known as the First 
Citizens Bank and Trust Company. Capital 
of the merged institution is $2,000,000, sur- 
plus $2,000,000, undivided profits in excess 
of $1,200,000, and deposits in excess of 
$50,000,000. The main office of the new 
bank will be in the First National Bank 
building, formerly the home of the First 
Bank & Trust Company. Charles B. Rogers 
is chairman of the board of the First Citi- 
zens Bank and Trust Company; Chester R. 
Dewey, vice-chairman; and Francis P. Mc 
Ginty, president. 


1931 
THE CORPORATION MANUAL 


Thirty-second Edition 


A systematic arrangement of the Statutes 
affecting both Foreign and Domestic Corpo- 
rations; the Uniform Stock Transfer Act; 
the “ Blue Sky ” laws; the Anti-Trust Laws 
in all states. Forms and Precedents. 2585 
pages; strong Buckram binding, 


Published by 


United States Corporation Company 


150 Broadway, New York 


NATIONAL CITY-BANK OF 
AMERICA MERGER 


STOCKHOLDERS of the National City Bank 
and the Bank of America N. A., New York, 
will meet the latter part of November to act 
upon a proposed merger of the two institu- 
tions. If approved, the consolidation is ex- 
pected to go into effect November 30 and 
will result in an institution having resources 
of more than $2,300,000,000 and deposits of 
nearly $1,700,000,000. 

According to the merger plan, stockhold- 
ers of the Bank of America will receive for 
each share held by them six-tenths of a share 
of the capital stock of National City Bank, 
which carries with it proportionate interests 
in National City Company and City Bank 
Farmers Trust Company. Stockholders of 
Bank of America will also. receive a dis- 
tribution in cash of approximately forty 
cents a share. 

The plan will not affect Bancamerica- 
Blair Corporation. Stockholders of Bank of 
America will retain, in the form of separate 
certificates, the shares now held by them in 
Bancamerica-Blair Corporation, which will be 
separated from the Bank of America in the 
transaction. It is possible that the name of 
the corporation will be changed. 

The merger will not affect the direction or 
policies of National City Bank. Charles E. 
Mitchell will continue as chairman and 
Gordon Rentschler as president, while ex- 
ecutives of Bank of America will become offi- 
cers of the National City Bank. 

The merger will give National City Bank 
the largest chain of offices of any bank in 
New York since National City now has fifty- 
four and Bank of America has thirty-six. It 
is possible that duplicate offices may be 
closed, reducing the total somewhat. 

The proposed merger is, according to an- 
nouncement, the first step in a new policy of 
Transamerica Corporation, which has con- 
trolled a number of banks throughout the 
country, among them the Bank of America, 
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to restore the control of its banks directly to 
the people of the respective localities served, 
and “thereby obtain the greater benefits 
which, as experience has demonstrated, come 
to the banking institutions from local con- 
trol and sponsorship.” 

As a result of the combination, Trans- 
america Corporation will have a substantial 
investment in National City Bank instead of 
a controlling interest in the smaller institu- 
tion, which is in line with the company’s re- 
cently defined policy. 

Dr. A. H. Giannini, who has been chair- 
man of the Bank of America N. A., New 
York, has been elected chairman of the ex- 
ecutive committee of the Bank of America 
N. T. & S. A., California, another Trans- 


america-controlled bank. 


GREAT INCREASE IN STOCK- 
HOLDERS OF NEW YORK 
‘ CITY BANKS 


STOCKHOLDERS of sixteen leading New York 
City banks and trust companies have in- 
creased from 21,869 in 1920 to 322,286, 
an increase of 1374 per cent., according to 
a survey made by Hoit, Rose & Troster, 
specialists in bank and insurance company 
shares. No other group of stocks in the 
United States, with the exception of the 
public utility group, it is said, has experi- 
enced such an increase in stock ownership. 

The market value of the outstanding 
shares of the sixteen banks, the firm points 
out, is at present approximately $2,114,720,- 
000, which total compares with $638,978,500 
in 1920, and with an average valuation of 
$9,063,045,000 in 1929. 

The yield of the sixteen stocks on the 
average makes an interesting showing. The 
present yield is approximately 6.25 per cent., 
virtually the highest for any period in the 
last eleven years. In 1921 the yield was 
6.10 per cent., and in 1929 went as low as 
2.11 per cent. The present yield is con- 
sidered more significant because of the ab- 
normally low money rates prevailing during 
1931, compared with the high rates of 1921. 

Commenting upon the above figures the 
firm states that “one of the most significant 
developments of the last decade has been the 
emergence of New York City bank stocks as 
popular investments. Twelve years ago, bank 
stocks were owned only by the wealthiest 
people, but reduction in par values, creating 
moderate-priced issues accessible to the gen- 
eral public, has resulted in a wide distribu- 
tion of stock ownership. 

“The result of this large public owner- 
ship has made bank stocks more readily mar- 
ketable. Twelve years ago, bank stocks were 
quoted with wide spreads between bid and 
asked prices and quotations on some leading 
issues were even nominal. Today they com- 





mand a well-organized and extremely active 
market, where thousands of shares are bought 
and sold daily.” 


WITH CENTRAL REPUBLIC 


Cuarves C. HAFFNER, JR., has been elected 
executive vice-president of the Central Re- 
public Bank and Trust Company, Chicago. He 
has been vice-president and cashier of the 
bank since January, 1927, and joined the in- 
stitution in 1924, going from the Buffalo 
Trust Company, Buffalo, N. Y. He is a 
Yale graduate. 


HIBERNIA TRUST-LIBERTY 
MERGER 


Directors of the Hibernia Trust Company 
and the Liberty National Bank and Trust 
Company, New York, have approved a plan 
whereby the Liberty will be merged into the 
former institution by an exchange of stock. 
The plan, which will be submitted to the 
stockholders at special meetings, calls for an 
exchange of nine shares of Liberty for one 
share of Hibernia stock, with certificates of 
beneficial interest issued to Liberty stock- 
holders for the remaining assets of the 
Liberty bank, which are to be liquidated for 
their account. No change is contemplated in 
the capital structure of the Hibernia. 


G. LYLE FISCHER PROMOTED 


G. LyLe FiscHer, who has been eastern rep- 
resentative of the Central Republic Bank and 
Trust Company, Chicago, for the last year, 
with offices in New York City, has returned 
to Chicago as assistant vice-president in 
charge of the service department of the banks 
and bankers division. He is succeeded in 
New York by George J. Smith. 


BANKERS ASKED TO SUPPORT 
CREDIT PLAN 


A MOVE to enlist the support of prominent 
bankers from all sections of the country in 
a plan to release a billion and a quarter 
dollars worth of credit by making finance 
paper eligible to rediscount at Federal Re- 
serve banks has been announced by C. C. 
Hanch, general manager of the National 
Association of Finance Companies. 

Mr. Hanch has asked more than one 
thousand finance companies to enlist the 
support of the banks with which they do 
business for the petition now pending before 
the Federal Reserve Board, to make the notes 
of banks and of finance and credit companies, 
drawn for the purpose of procuring funds 
for the purchase of instalment paper, eligible 
for rediscount at the Federal Reserve banks. 
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“Besides increasing the amount of eligible 
paper, which the banks sorely need, our 
plan would have the desirable result of de- 
creasing finance charges and thereby stimu- 
lating the purchase of instalment goods,” 
said Mr. Hanch. “This would be an im- 
portant contribution toward the return of 
prosperity. 

“It is important to make this paper eligible 
in the case of an emergency and thus im- 
prove the whole banking structure of the 
nation. Less than 10 per cent. of the paper 
now eligible is actually rediscounted, but the 
banks need all they have and a great deal 
more as a reserve quickly convertible into 
cash in case of need. Our plan for broad- 
ening the basis, we believe, is strictly in 
line with President Hoover’s announcement 
of October 7, in which he said he would 
propose to Congress the broadening of the 
eligibility provisions of the Federal Reserve 
Act in order to give greater liquidity to bank 
assets in time of stress. 

“It is the opinion of many competent 
Jawyers that the board has full authority 
under the law to make the notes of finance 
companies eligible immediately without wait: 
ing for Congressional action. If the board 
should decide that Congressional action is 
necessary, or take no action before Congress 
convenes, we expect to put our plan for 
increasing the financial liquidity of the nation 
before Congress at the first opportunity.” 


POSITION OF NEW YORK CITY 
BANK STOCKS 


AN improved banking situation throughout 
the country, plus a tangible basis for increas- 
ing earnings, have brought new interest into 
the New York bank stock market, according 
to Morris A. Schapiro, of Monahan, Schapiro 
@ Co., dealers in bank stocks. ‘Based on 
closing prices of October,’ says Mr. Schapiro, 
“the New York City bank stock Dollar Index 
shows a composite yield of 6.284 per cent., 
with net earnings of 7.40 per cent., a ratio 
of 13.5 x net earnings and 0.97 x book value. 
Working resources per dollar of market value 
are equivalent to $5.365, made up of $4.332 
of deposits and $1.033 of book value. Cur- 
rent net profits, after all charges, reserves, 
etc., are 1.38 per cent. on these resources, 
equal to $0.074, of which $0.068, or 85 per 
cent. is being paid out in dividends. 

The advance in the rediscount rate of the 
Federal Reserve Bank of New York from 
1% per cent. to 34 per cent., marking the 
end of an easy money policy, will operate to 
bring relief to the banks. As against only 
a meager return on their liquid investments, 
the prospects of increased yields on new 
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investments in bills and Government obliga- 
tions, as well as in call and time loans against 
collateral, presage higher earnings tor banks. 
The popular notion that banks could not 
show earnings at the recently prevailing rates 
contributed to the depressed quotations on 
leading bank stocks. Actually the large 
banks have shown satisfactory earnings de- 
spite the low rates. Thus the ratio of net 
earnings (before charge-offs and before divi- 
dends) for leading New York City banks is 
estimated to have fallen to 14-13 per cent. 
of total available funds, against 14 per cent. 
for 1930, 2 per cent. for 1929, and 1.6 per 
cent., the average for the period 1923-30 for 
all groups of member banks of the second 
Federal Reserve District (New York). Based 
on the increase in the rediscount rate, better 
operating results of leading New York City 
banks may be anticipated. 
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Financial Crisis of 1895 Told in 
Carlisle Biography 


mont bond contract, by which 

President Cleveland and his Secre- 
tary of the Treasury, John G. Carlisle, 
in 1895 saved the United States from 
going off the gold basis is told in a new 
book, “John G. Carlisle: Financial 
Statesman,” by James A. Barnes, pub- 
lished October 30 by Dodd, Mead and 
Company. 

It is shown that while the gold stand- 
ard hung in the balance in February, 
1895, J. Pierpont Morgan, by arrange- 
ment with Secretary Carlisle, made two 
trips to Washington within four days. 
On the second trip President Cleveland, 
fearful of opinion in Congress, refused 
at first to see him. Members of the 
Cabinet induced him to remain over- 
night, and he played solitaire at the 
Arlington Hotel till midnight. The next 
morning, February 8, Morgan was taken 
to the White House in a driving snow- 
storm, fought out the question of the 
bond contract with Cleveland and Car- 
lisle, and then went to the Treasury to 
sign it. 

From the manuscripts of Secretary of 
State Olney the biographer unearths the 
statement that “President Cleveland’s 
objection was, I know, not personal to 
Mr. Morgan, but arose from the well- 
founded feeling that his presence at the 
White House would not facilitate any 
financial legislation the President might 
find it imperative to ask of Congress.” 

By an exhaustive use of fresh manu- 
script materials, extending even to the 
train records of the Pennsylvania Rail- 
road for that week, much new light has 
been thrown on the whole transaction 
and even Cleveland’s own account of 
it, published many years later, has been 
materially corrected. The business de- 
pression of 1894-95 made it necessary to 
call on the New York bankers for aid in 
keeping the Government from going to 
a silver basis. The gold reserve in the 
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[0 full story of the Morgan-Bel- 


Treasury had fallen below the danger 
line. Two public sales of Government 
bonds had failed to improve the Gov- 
ernment’s position. The silver men in 
Congress, eager to destroy the gold 
standard, had blocked all iegislation de- 
signed to keep a proper supply of gold 
in the Treasury. Under these circum- 
stances Cleveland and Carlisle, with dis- 
aster imminent, were forced to make a 
private sale of bonds to the Morgan- 
Belmont syndicate for enough gold to 
keep the Government on a sound foot- 
ing. 

Carlisle’s biographer shows that the 
Government was within two or three 
days of bankruptcy when this step was 
taken. Though safety required a gold 
reserve of not less than $100,000,000 in 
the Treasury, the balance on February 2, 
1895, had sunk to only $42,000,000. He 
showed that Cleveland and Carlisle did 
not dare to attempt another public sale 
of bonds to replenish the Treasury’s 
gold. The gold to buy these bonds 
would have been drawn from the sub 
treasuries by means of greenbacks, and 
the result would have been an immediate 
Government default. The only feasible 
course was to sell bonds privately to 
bankers who would agree to bring the 
gold from Europe. Many doubted that 
there was legal authority for such a sale. 
For the first time the credit for discover- 
ing this authority is now given to the 
proper person. A long succession of 
writers have declared that J. P. Morgan 
himself, advised by his counsel, Francis 
Lynde Stetson, pointed out to Cleveland 
that a forgotten law of 1862 authorized 
such private sale. Mr. Barnes shows 
that this is not true. The law of 1862 
was discovered by William E. Curtis, 
Assistant Secretary of the Treasury, and 
he and Carlisle knew of it from the be- 
ginning and told Morgan and Belmont 
of it. The author shows that after the 
contract was signed, Morgan and his 
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associates practically controlled the 
Treasury for a brief period. 

“Tt was necessary,” writes Mr. Barnes, 
“that the syndicate take drastic measures 
to make the bond deal successful. Mor- 
gan and Belmont gathered round them 
the officials of a few strong banking 
houses, with whose aid they were able 
to dominate the exchange market. They 
also controlled the amount of gold in 
the Treasury reserve in order that it 
might not interfere with their exchange 
operations. The supervision of the 
nation’s purse was irritating to the 
Treasury, and many were the heated 
arguments between Assistant Secretary 
Jordan and the bankers. Throughout 
March, April, and May, Morgan re- 
fused to allow the gold reserve to rise 
above ninety millions, and he held in 
his possession at all times sufficient claims 
against the gold to reduce it to the de- 
sired amount.” 
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Bryan and other silverites had watched 
the sinking gold reserve with glee, think- 
ing that the country would at once be 
forced to a silver and paper-money basis. 
But the European gold which, by this 
last minute contract, was brought to 
America, saved the situation and filled 
Bryan with chagrin. One fact which 
Carlisle's biographer brings out is that 
although Morgan spoke for August Bel- 
ment as well as himself, Belmont was 
not at the White House for the mo 
mentous conference with Cleveland and 
Carlisle. ‘He had left New York on a 
morning train on the day of the White 
House meeting, but had become snow- 
bound and did not reach Washington 
until about two in the afternoon!” 
When Morgan sat in Cleveland's library 
discussing the contract and anxiously 
grinding his unlighted cigar into dust, 
he had with him only his counsel Stet- 
son, and his partner, Robert Bacon. 


New Financing to October 31 


New public financing in the United 
States during the first ten months of 
1931, excluding domestic and Canadian 
municipals, aggregated only $2,156,090,- 
000 according to compilations announced 
by Otto P. Schwarzschild, editor of 
American Underwriting Houses and 
Their Issues and manager of National 
Statistical Service, New York City. This 
total compares with $4,754,680,000 for 
the same period of 1930 and $5,855,- 
463,000 in 1929. 

The compilation reveals that the 
Chase Harris Forbes Corporation led 
the list of investment houses during the 
first ten months not only in respect to 
syndicates headed but also in total busi- 
ness participated in, either as syndicate 
head or as participant. Figures for the 
ten months show that this firm headed 
new issues to the amount of $289,270,- 
000, while its total business aggregated 
$931,413,000. 

The second ranking house in syndi- 
ates headed was Halsey, Stuart & Co., 


Inc. It was close behind the Chase 
Harris Forbes Corporation with $258,- 
624,000. jf. P. Morgan & Co. was in 
third position with $229,000,000. 

From the standpoint of total business 
participated in, either as head or partic- 
ipant, the Guaranty Company of New 
York stands next to the Chase Harris 
Forbes Corporation with $638,200,000 
and the National City Company ranks 
third with $580,745,000. 

New public offerings during the 
month of October alone totaled only 
$6,500,000, of which bond and note 
issues comprised $6,000,000, while 
stocks contributed only $500,000. New 
issues during September totaled $110,- 
870,000, while in August the aggregate 
was only $52,360,000. 

The volume of new public offerings 
in October at only $6,500,000, repre- 
sents the smallest monthly total recorded 
over a long period of years. The weak- 
ness in security prices during October 
placed a virtual bar on new financing 
during that month. 





Is large-scale banking safer than unit banking? 
. Is large-scale banking more profitable than small-scale banking? 
. Which type of banking is better able to serve the community? 
Will large-scale banking emasculate the Federal Reserve System? 


. Will large-scale banking destroy unit banking and lead to mo- 
nopoly? 
. Will large-scale banking help or harm the farmer? 


These questions and other problems of unit vs. large- 
scale banking are discussed in 


Banking Concentration in 
the United States 


A Critical Analysis 
By JOSEPH STAGG LAWRENCE 


Mr. Lawrence, whose book Wall Street and Washington attracted 
nation-wide attention last year, brings to this study an absolutely 
unprejudiced mind and a fresh, vigorous style. He is not engaged in 
the banking business and is neither for nor against “unit” banking. 

In order to find out which type of bank is safest for the depositor; 
most profitable for the stockholder and most useful to its customers, 
he has divided all of the banks in the country into four distinct groups, 
representing the large city bank; the medium-sized city bank; the 
country bank in states where failures have been few; and the country 
bank in the so-called “distress areas” where failures have been numerous. 


He has gathered together the facts and figures on the operating and 
balance sheet experience of these groups. From them he has evolved 
tables and charts to show the reader how these various groups actually 
compare. From this information definite conclusions may be drawn. 


BANKERS PUBLISHING COMPANY 

71 Murray Street, New York, N. Y. 
Please send me, postpaid, a copy of BANKING CONCENTRATION IN THE 
UNITED STATES. I agree to remit $5.00 within five days or return the book. 
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Safety and Yield — Commercial Paper Has 


Both, Says 


N good times and bad, bankers are 
| rotine for a type of investment 

which combines safety with profit- 
able yield; in bad times such investments 
are harder to find. But in a new book, 
“The Commercial Paper Market,” Roy 
A. Foulke, industrial specialist for R. G. 
Dun & Co., proves conclusively that 
commercial paper is just such an invest- 
ment. 

“No bank has ever become financially 
involved or embarrassed by investments 
in commercial paper,” says the author. 
“This type of investment has successively 
proved its 100 per cent. liquidity in 
1907, 1920-21, and 1930-31.” 

He proves this statement by striking 
figures compiled from statements issued 
by the Comptroller of the Currency: 

For the twelve months ended June 30, 
1930, losses to national banks for each 
$10,000 invested were twelve times as 
great on bonds and investments as on 
commercial paper. Losses on bonds and 
securities amounted to $131 on each 
$10,000 owned, compared to losses of 
but $11.30 per $10,000 on the average 
amount of commercial paper outstand- 
ing for the entire year of 1930. 

Over a period of years, including good 
times as well as bad, the proportions in 
favor of commercial paper as a sound 
investment are just as marked. 

In his book Mr. Foulke gives startling 
figures regarding bank losses on different 
types of investments and equally atten- 
tion-getting statistics regarding the yield 
on various types of bank investments. 

Defining commercial paper as “short 
term negotiable instruments sold to out- 
side banking institutions for investment 
purposes, largely by or through com- 
mercial paper brokers,” the author in 
this new book analyzes commercial paper 


New Book 


from the viewpoints of the buyer (the 
bank), the seller (the concern needing 
funds) and the intermediary who brings 
these two together (the note broker). 
After an introductory chapter in 
which he deals with the general organi- 
zation of the commercial paper market, 
its size, and the various classes of com- 
mercial paper, the writer explains the 
operation of the market, its theory and 
its evolution. One chapter is devoted 
to the specialized finance company. 
Although commercial paper has been 
more or less of a commonplace in Amer- 
ican financial practice for approximately 
one hundred years, the published in- 
formation heretofore available regarding 
its significance, utility and method of 
operation has been most meagre. “The 
Commercial Paper Market,” an exhaus- 
tive and authoritative treatise on the 
subject, thus is a valuable as well as a 
timely addition to financial literature. 
Mr. Foulke was for a number of 
years in the bank service department of 
the National Credit Office, during which 
time he was in touch with every com- 
mercial paper broker and every open 
market borrower. His book is based 
upon this experience. 
The volume, the price of which is $5, 
will be sent on approval to banks or 
bankers on receipt of the coupon below. 


Bankers Publishing Co., 
71 Murray Street, New York. 

Please send me on approval a copy 
of R. A. Foulke’s “The Commercial 
Paper Market.” I agree to remit $5 
within five days or return the book. 





BOOK REVIEWS AND NEW BOOKS 


Recent Announcements of Other Publishers 


Her Go.p. 
New Haven: 


By James 
Yale Uni- 


AMERICA WEIGHS 
Henry Rogers. 
versity Press. 


IRRITATING will probably be the verdict passed 
upon this volume by most readers. Perhaps 
that will, in reality, be a high tribute to its 
informative and instructive character. Pro- 
fessor Rogers evidently has no high opinion 
of democracy, although that is actually the 
medium through which any practicable re- 
forms must be accomplished. This is said 
with a full understanding of the fact that the 
United States is not a pure democracy, but a 
representative republic. Nevertheless, what- 
ever is done must, in the long run, receive 
popular assent. For a high protective tariff 
Professor Rogers has no use whatever. To it 
he ascribes the chief responsibility for the 
decline in our exports and the maldistribution 
of gold. (Parenthetically, it may be observed 
that this maldistribution is undergoing a 
rather startling process of adjustment.) He 
tells us that this high tariff is not only re- 
ducing our export trade, but that it is driving 
many of our factories out of the country. 
Professor Rogers does not favor “sentimental” 
cancellation of war debts, but favors their 
use for bargaining purposes. He does say 
that, in view of the present low price level, 
the British debt to this country ought to be 
cut down. 

No intelligent student of our present 
situation can well afford to pass this book by, 
although it must in fairness be said that it is 
largely devoted to upsetting most of our 
orthodox opinions without offering a clarify- 
ing substitute for them. But, as indicated 
above, the irritating quality of the book is, 
perhaps, its highest title to consideration. 
Fly-blisters have their use as well as healing 
unguents. 


CLEARINGS AND COLLECTIONS; FOREIGN AND 
Domestic. By Thatcher .C. Jones. New 
York: Columbia University Press. $4.50. 


In this book are fully described the different 
methods of making payments without the 
use of currency, as employed in Germany, 
England, Canada and the United States. It 
is a thorough treatment of the subject, valu- 
able to all interested in the study or practice 
of banking, especially for its description of 
the varying methods of clearing in the coun- 
tries mentioned. 

The pressure of economic forces, in the 
author's opinion, is inevitably working to- 
ward banking concentration, first manifest- 
ing itself through group banking, and finally 
through branch banking. He says “the small 
country bank is foredoomed.” Whether 
coinciding with this view or not, the reader 
will find the general comments on present- 
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day banking tendencies an interesting feature 
of the volume, though incidental to the main 
subject. 


OUT OF THE DEPRESSION 


“Our of the Depression—and After” is the 
title of a 27-page prophecy by Stuart Chase 
which has been printed in pamphlet form by 
the John Day Company. In addition to his 
prophecy, which the writer admits may ap- 
pear “in due time to be 100 per cent. wrong,” 
Mr. Chase presents an interesting argument 
for master planning in the United States. 


NOTES ON THE CRISIS 


Unper the above title the John Day Com- 
pany has published in pamphlet form six 
editorial articles written by Walter Lippmann 
for the New York Herald Tribune. 


NEW BOOKS 


AMERICAN PuBLic FINANCE AND TAXATION. 
By William J. Schultz. New York: Pren- 
tice-Hall. $5. 


Every MAN AND His ComMMon Stocks; a 
study of long-term investment policy. By 
Laurence Henry Sloan. New York: Whit- 
tlesey House, McGraw-Hill. $2.50. 


PAMPHLETS RECEIVED 


Wuat Is HAPPENING TO THE SAVINGS 
Account? New York: Account Build- 
ers, Inc. 


ANALYSIS OF BANK OPERATIONS IN ILLINOIs. 
Chicago: Illinois Bankers Association. 


ABSTRACTS OF SCIENTIFIC AND TECHNICAL 
PUBLICATIONS FROM THE MASSACHUSETTS 
INSTITUTE OF TECHNOLOGY. Cambridge: 
The Technology Press. 


THe NEED FoR A NEw Survey OF FAMILY 
BuDGETS AND BuyiNG Hasits. New York: 
Metropolitan Life Insurance Company. 


BOOKS RECEIVED 


BuILDING AND LOAN PROCEDURE IN NEW 
Jersey. By P. A. Prescott. Newark: 
Soney & Sage Co. $5. 


More PROFITS FROM ADVERTISING. 
M. Goode and Carroll Rheinstrom. 
York: Harper. $3.50. 


CLEARINGS AND COLLECTIONS; FOREIGN AND 
Domestic. By Thatcher C. Jones. New 
York: Columbia University Press. $4.50. 


By K. 
New 





